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PREFACE 

The simplest way to teach or to learn any subject is to commence at the be- 
ginning, and take each step in logical order. In bookkeeping, start with the 
transaction. The next step is the journal entry to record the transaction. The 
journal entry is the basis of every entry in any book of original entry. The 
first record of every transaction is a journal entry or its equivalent. The 
Ledger Account is the record of final entries, the end of the transactions so 
far as bookkeeping is concerned. Hence, the logical development must begin 
with the journal entry and develop toward the Ledger account as the final 
record in the routine of bookkeeping, terminating in the Trial Balance. 

Accounting is the auditing of the bookkeeping to determine the correctness 
of it, the preparation of the Balance Sheet and Profit and Loss Statement, the 
closing of the books to correspond with these statements, the preparing of 
analysis sheets or detailed statements, schedules and comparative statements 
for the information of the management of the business. 

There are two sides to every question, and, if only one side is considered 
and the other side ignored, the idea is hazy and incomplete. This is notable in 
every argument of a question. There are two sides to every business transac- 
tion, and if both sides are considered at the same time, the idea is clear and 
complete. The journal entry of a transaction considers both sides, and the 
idea is complete in the mind and the record is complete in the books. 

Carrying out this plan of logical development by easy steps, and securing 
the complete idea for each step before the next step is taken, not only the 
routine of bookkeeping is made easy to learn, but the elements of accounting 
are introduced in the natural place and order, and are made as easy to learn 
and to teach as the routine of bookkeeping. 

THE AUTHOR. 
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CHAPTER I 



PRINCIPLES OF DEBIT AND CREDIT AFFECTING ACCOXTNTS 

1. It is a fundamental principle of bookkeeping to ** Debit what is received 
or bought/' and to ** Credit what is sold or given out/' Any kind of goods a 
merchant buys and sells for profit is called ** Merchandise." 

Debit ** Merchandise" when received, and credit ** Merchandise" when 
sold. Debit **Cash" when received, and credit **Ca8h" when paid out. 

Jan. 1. Bought 25 brls. H. Apples @ $5.25, for cash. 

In this transaction, ** Merchandise" is received, and **Cash" is paid out. 
The entry to record this transaction is as follows : 
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ILLUSTRATION NO. 1. A JOURNAL ENTRY 

Debit ** Merchandise" by placing the amount $131.25 in the left hand or 
debit column, and writing the word ** Merchandise" well to the left. Credit 
**Cash" by placing the amount paid out, $131.25, in the right-hand or credit 
column, and writing the word ** Cash "slightly to the right of Merchandise. 

The above entry is a journal entry, and the book in which such entries are 
recorded is called a Journal. The heading of each column shows for what each 
column is used. 

Jan. 5. Sold 15 brls. H. Apples @ $5.75, for cash. 

**Cash" is received, and ** Merchandise " is sold. Just the opposite of the 
preceding transaction. Debit **Cash" because cash is received. Credit ** Mer- 
chandise" because it is sold. 

Debit Credit 
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ILLUSTRATION KD. 2 

Debit Cash by placing the amount received, $86.25, in the debit column, 
and writing the word **Cash" well to the left. Credit ** Merchandise " by plac- 
ing the amount sold, $86.25, in the credit column, and writing the word ** Mer- 
chandise" slightly to the right of the word **Cash."' 

The purpose of a journal entry for each transaction is to arrange the debits 
and credits in a convenient form to be transferred later to the Ledger ac- 
counts. After the first journal entry, the date of each entry following is placed 
in the middle of the page as shown in this last entry. 

1 
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2 A\ : * ': firO^feltBEaPlNG* AND ACCOUNTING 

As a proper method of study, the student should use journal ruled paper 
and prepare these journal entries in the order they are given. The act of 
, writing them while studying them is a great help in learning the principles. 

2. It is a fundamental principle of bookkeeping to ** Credit persons or firms 
when we owe them," and to ** Debit them when we pay them.'' If we owe a 
person or firm, we credit the name of that person or firm for the amount. 

Jan. 10. Bought of Davis Bros. 25 brls. G. Flour @ $8.75, on account. 

''On account" means the goods were not paid for at the time of purchase, 
therefore, we owe Davis Bros. $218.75. Debit ** Merchandise" $218.75, be- 
cause it is received. Credit Davis Bros. $218.75, because we owe them this 
amount. 



Debit 



Credit 
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ILLUSTRATION NO. 8 



3. Another general principle of bookkeeping is to ''Debit persons or firms 
when they owe us," and to "Credit them when they pay." If a person or 
firm owes us, we debit the name of that person or firm for the amount. 

Jan. 15. Sold to W. H. Mason, 15 brls. G. Flour @ $11.25, on account. 

W. H. Mason owes us $168.75, because he did not pay for the goods at the 
time. Merchandise of the value of $168.75 is sold. Debit W. H. Mason $168.75, 
because he owes us this amount. Credit "Merchandise"' $168.75, because it 
is sold. 
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Credit 
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ILLUSTRATION NO. 4 

Observe that the same amount is placed in the debit and credit column. 
This means that each journal entry is in "balance." When an account is 
debited, some other account is credited for an ecjual amount. Also note that 
each journal entry states all the facts of the transaction. 

A full explanation should be written in the "Explanation Column," yet 
this explanation should be as brief as possible. "Mdse." may be used for mer- 
chandise; a/c for account; Dis. for discount; ace. for acceptance; Bot. for 
bought; a/c Pay. or Accts. Pay. for Accounts Payable; a/c Rec. or Accts. 
Bee. for Accounts Receivable; Notes Rec. for Notes Receivable; Notes Pay. 
for Notes Payable; cs. for cases; bx. for box or boxes; pr. for pair; lb. for 
pounds ; brls. for barrels, but abbreviate only when necessary. 

4. A journal entry may have two or more debits and two or more credits, 
but the total in the debit column must equal the total in the credit column. 
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BOOKKEEPING AND ACCOUNTING 3 

It is a principle of bookkeeping that '*When an account (or accounts) is 
debited, some other account (or accounts) must be credited for the same or 
an equal amount/' 

Jan. 20. Bought of Davis Bros. 50 cs. M. & J. Coffee @ $5.17. Paid them 
$125. Balance on account. 

Debit ** Merchandise" $258.50, because this amount is received. Credit 
Cash $125, because this amount is paid out. Credit Davis Bros. $133.50, 
because we owe them this amount. One debit and two credits. 
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Credit 
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ILLUSTRATION NO. 5 

Observe that the total of the credit column is equal to the amount in the 
debit column. This must be true of every journal entry. There may be any 
number of debits and any number of credits, but the total of each column 
must be the same. 

Jan. 25. Sold to W. H. Mason 25 cs. M. & J. Coffee (® $5.70. Received 
cash, $75. Balance on account. 

Debit Cash $75, because cash is received. Debit W. H. Mason $67.50, be- 
cause he owes us this amount. Credit ** Merchandise" $142.50 because it is 
sold. Two debits and one credit. 

Debit Credit 
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ILLUSTRATION NO. C 

In each transaction, decide what is the debit (or debits), and what is the 
credit (or credits), and prove that the total debits are equal to the total of 
the credits, before recording the entry. Use one line between each journal 
entry for the date, which is written in the middle of the page. 

5. ** Debit persons or firms when they owe us," and '* Credit them when 
they pay." Persons and firms to whom we sell goods are ** Customers. " If 
we debit a person for all he owes us, and credit him for what he pays, the 
difference between the total debits and the total credits is the balance that 
he owes. 

Jan. 27. Received $115 from W. IT. Mason to apply on account. 

Debit Cash $115, because cash is received. Credit W. H. Mason $115, 
because he has paid part of what he owes on his account. 

Debit Credit 
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ILLUSTRATION NO. 7 
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4 BOOKKEEPING AND ACCOUNTING 

6. ** Credit persons or firms when we owe them," and ** Debit them when 
we pay them.*' Persons or firms from whom we buy goods are ** Creditors." 
If we credit a person for all we owe him, and debit him for what we pay him, 
the difference between the total of the debits and the total of the credits is 
the balance that we owe him. 

Jan. 28. Paid Davis Bros. $172.50, on account. 

Debit Davis Bros. $172.50, because we have paid them part of what we 
owe them on our account. Credit Cash $172.50, because cash is paid out. 



Debit Credit 
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ILLUSTRATION NO. 8 

7. Having learned the reasons for the debits and credits in the foregoing 
journal entries for the transactions, the next step is to transfer these debits 
and credits to the Ledger accounts, which is called ** Posting.'* Before post- 
ing these debits and credits to the Ledger Accounts, we will study the 
** Proprietor's" account, called ** Capital" account. The proprietor is the 
owner of the business. If there are two or more owners or proprietors, the 
business is a partnership, and each partner should have a ** Capital" account. 
The ** Capital" account is kept to show the ** Proprietor's" or each partner's 
investment in the business. 



CAPITAL ACCOUNTS 

8. Proprietor's Capital Account: When the proprietor or owner of a busi- 
ness invests Cash, debit cash because it is received into the business. Credit 
the (Proprietor's name), Capital, because he paid the cash into the business. 
For instance, if A. B. Levering began business and invested cash, $3,000, 
debit Cash $3,000, and credit **A. B. Levering, Capital," $3,000. 

If property, such as merchandise, is also turned over to the business as part 
of the investment, Debit merchandise for the value of it. For instance, if 
A. B. Levering began business and invested Cash $3,000, and Merchandise, 
$1,500, debit Cash $3,000, debit Merchandise, $1,500, and credit A. B. Lever- 
ing, Capital, $4,500. 

Jan. 1. A. B. Levering began the Grocery Business and invested cash, 
$3,000, and Merchandise, $1,500. 
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ILLUSTRATION NO. 9. OPENING ENTRY 
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BOOKKEEPING AND ACCOUNTING 5 

Debit Cash $3,000, and debit Merchandise $1,500, because these are re- 
ceived. Credit A. B. Levering, Capital, $4,500, because he invested this 
amount in the business. A. B. Levering, Capital, would be credited for any 
additional investment, and debited for any withdrawal from his investment. 
The Capital account is debited or credited only for what afifects the invest- 
ment. In opening a set of books, the essential facts are written first, and 
this is followed by the journal entry to record the investment, as shown 
above. 

Proprietor's Personal Account: In order not to disturb the Capital or 
Investment account, a ** Personal" account is opened for the proprietor, as 
*^A. B. Levering, Personal,*' sometimes called a drawing account. Debit the 
*' Personal'* account for any goods taken from store and for any money 
drawn for private use. Credit the ** Personal" account for any money returned 
of that drawn for private use. 

Partnership: In the case of a partnership, each partner is given a ** Cap- 
ital" account to show his investment and a ** Personal" account to take 3are 
of all small amounts not intended to affect the investment or capital. 

9. Posting: Posting is transferring the debits and credits to the Ledger 
accounts. In order to illustrate the ** posting" more clearly, the same trans- 
actions are repeated, and the journal entries are arranged in the order they 
would appear in the Journal. To do this, the last transaction above showing 
the opening entry for the books and the Capital account is placed first. The 
other transactions follow in the order they have been presented and studied. 
Use journal paper and prepare the journal entries for the transactions in the 
order given below, actually writing these entries on the journal paper and 
then posting them to the Ledger accounts. Simply looking over them and 
tracing the items is not sufficient. 



BUSINESS TRANSACTIONS 

Jan. 1. A. B. Levering began the Grocery business on January 1, 192--, 
and invested cash $3,000, and Merchandise $1,500. 

1. Bought 25 brls. H. Apples @ $5.25, for cash. 

5. Sold 15 brls. H. Apples @ $5.75, for cash. 

10. Bought of Davis Bros. 25 brls. G. Flour @ $8.75, on account. 

15. Sold to W. 11. Mason, 15 brls. G. Flour @ $11.25, on account. 

20. Bought of Davis Bros. 50 cs. M. & J. Coffee @ $5.17. Paid cash, 
$125. Balance on account. 

iS. Sold to W. H. Mason 25 cs. M. & J. Coffee @ $5.70. Received cash, 
$75. Balance on account. 
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BOOKKEEPING AND ACCOUNTING 

27. Received $115 from W. H. Mason to apply on account. 

28. Paid Davis Bros. $172.50, on account. 
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ILLUSTRATION NO. 10. A JOURNAL 



10. Posting: To post the Journal, post each item in the debit column to 
the left-hand or debit side of the account written on the same line with it. 
Post each item in the credit column to the right-hand or credit side of the ac- 
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count written on the same line with it. Use Ledger ruled paper and open 
these accounts. 

Assume that the Journal is page 1. Write *'J 1'* in the **page column'' 
of the Ledger account, to show the item was posted from page 1 of the 
Journal. Assume that each Ledger account is a page, and the figures above 
at the right, 1, 2, 3, 4, and 5, are the pages of the Ledger accounts. Notice 
how the pages of the Ledger accounts are entered at the left in the L. F. 
(Ledger Polio) column in the Journal. The following are the Ledger ac- 
counts, posted from the Journal. 
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ILLUSTRATION NO. 11. LEDGER ACCOUNTS 



11. The attention of the student has been called to the fact that in each 
journal entry the amount or amounts in the debit column must equal the 
amount or amounts in the credit column. In other words, each journal entry 
must balance. Therefore, if all the items in the debit column of the Journal 
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are properly posted to the ** debit side" of the Ledger accounts, and all the 
items in the credit column of the Journal are properly posted to the 
** credit side'' of the Ledger accounts, then the Ledger must be in balance, 
that is, the total of the debit side of all Ledger accounts must equal the total 
of the credit side of all Ledger accounts. The following will prove this state- 
ment: 
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ILLUSTRATION NO. 12. TRIAL BALANCE 

This is called a Trial Balance. A Trial Balance is taken from the Ledger 
accounts at the end of each month, to prove the Ledger. If an item were 
posted to the wrong side of an account or a wrong amount were posted, the 
Ledger would not balance and the Trial Balance would not balance. The 
figures at the left are the pages of the Ledger accounts. 

12. It is better to take the Trial Balance by differences, in fact, the Trial 
Balance always should be taken by differences, that is, place the difference 
between the two sides of each account in the column of the side which is 
larger. Compare the Ledger accounts with the following Trial Balance by 
differences : 
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ILLUSTRATION NO. 18. TRIAL BALANCE BY DIFFERENCES 

13. Oomments: As a further study, the student is asked to refer to the 
**Cash" account. The total cash received by the business is $3,276.25. (The 
total of the debit side.) The total cash paid out is $428.75. (The total of the 
credit side.) The balance of cash on hand is $2,847.50. ($3,276.25 less $428.75.) 
The difference between the cash received and the cash paid out must be the 
balance of cash on hand. 

Refer to Davis Bros, account. Mr. Levering owed Davis Bros. $352.25. 
(The total of the credit side.) He paid them $172.50. (The total of the debit 
side.) Mr. Levering owes Davis Bros. $179.75. ($352.25 less $172.50.) 
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Refer to W. H. Mason 's account. W. II. Mason owed Mr. Levering $236.25. 
(The total of the debit side.) He has paid $115. (The total of the credit 
side.) Mr. Mason owes Mr. Levering $121.25. ($236.25 less $115.) 

W. H. Mason is a customer (one to whom we sell goods), and Davis Bros, 
a creditor (from whom we buy goods to be sold for profit). 



NOTES, DRAFTS AND ACCEPTANCES 

14. A note is a written, unconditional promise to pay the amount stated 
in figures and in writing, at a specified time, and signed by the person or firm 
who agrees to pay it. 
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ILLUSTRATICN NO. 14. NOTE WITH INTEREST FROM DATE 

The "Maker" of a note is the party who signs it. The '* Payee'' is the 
party in whose favor the note is made. The *' Maturity*' is the date when 
due. The ** Maturity Value" is the amount of the note and interest at the 
due date. The **Face Value" is the amount stated in the face of the note; 
in figures and in writing. 

15. A Sight Draft is a written order by a person or firm directing another 
person or firm to pay the amount stated to a third party. The one who signs 
the draft is the drawer ; the one who is asked to pay is the drawee ; the one 
to whom the amount is paid is the payee. 
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ILLUSTRATION NO. 15. A SIGHT DRAFT 
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16. Acceptance: A time draft ** accepted" is called an acceptance. A 
time draft is accepted by writing across the face of the draft, usually in red 
ink, the word ** Accepted/' and the date and signature of the acceptor. It 
then becomes a ** promise to pay" and is treated the same as a note in the 
bookkeeping, that is, it is called ** Notes Receivable" or ** Notes Payable," 
as the case may be. 
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ILLUSTRATION NO. 16. A TIME DRAFT ACCEPTED. AN ACCEPTANCE 
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17. A Trade Acceptance is a time draft accepted, and is treated in the 
books the same as a note. It is virtually the same form as the ordinary accept- 
ance, but its purpose is different. The ordinary time draft is usually used 
to make collections, and the very fact that a time draft has been drawn and 
accepted is evidence of an extension of time on the book account for some 
reason, with whatever that may mean, while the purpose of the Trade Accept- 
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ILLUSTRATION NO. 17. A TRADE ACCEPTANCE 

ance is to provide an evidence of debt that can be used by the holder in a 
better way than he can the open book account. In other words, it is a plan 
for putting the book accounts in the form of commercial paper, so they can 
be used through the bank, thus keeping the money in action instead of lying 
idle in open accounts. 

18. Notes and Acceptances of others, signed or accepted by others, are 
called ** Notes Receivable" in our books, both when received and when given 
out. Our own notes and acceptances, signed or accepted by us, are called 
' * Notes Payable ' ' in our books, both when given out and when received. 
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19. Assets: What a person owns, and what is owing to him (in notes 
and accounts) are his assets (or resources). 

Liabilities: What a person owes (in notes and accounts), his obligations, 
are his liabilities. 

Net Capital or Net Investment: The difference between a person's total 
assets and his total liabilities is his Net Capital or Net Investment. The 
same is true of a firm or corporation. 

20. Accounts Receivable: Persons and firms to whom we sell goods are 
** customers. ' ' As a rule, there are a large number of these accounts with 
customers. They would make a long list in a Trial Balance. To avoid writ- 
ing this long list, these accounts are all grouped in one total amount and 
called ** Accounts Receivable," making only one item in the Trial Balance. 

21. Accounts Payable: Persons and firms from whom we buy goods are 
** creditors." There may be quite a number of these accounts, yet not so 
many as of customers. These accounts are grouped in one total amount and 
called ** Accounts Payable," making only one item in the Trial Balance. The 
following Statement will illustrate what has been said above. 

Problem 1. At the close of business December 31, 192. ., 6. M. Reynolds* 
books showed the following: 

Assets: Cash on hand, $4,532.50; Merchandise on hand, $5,975.40; OflSce 
Equipment, $1,150; House and Lot, $4,500. He holds A. R. Perkins' note for 
$675; J. M. Sim's note for $535; and G. M. Summers* note for $850. The 
following owe him on account : C. T. Smith $425.80, E. R. Newell $387.50, 
T. J. Ryan $412.90, W. L. Martin $628.30, Munson Bros. $723.15. 

Liabilities : He owes a note of $625 to S. G. Squires and a note of $2,000 
to the bank. He owes the following on account: Ely & Walker $1,895.70; 
W. H. Moran & Son $1,264.50; Carlton Dry Goods Co. $1,575.25; W. H. Moran 
& Son $1,110.60. What is C. M. Reynolds* net capital? Solution: 



statement of 6« M. Reynolds, Deoember 31, 192 



Assets: 

cash 

llerohandiae 
Of floe Equipment 
House and Lot 
lotea Reoeivable 
Aooounts ReoeiTal Ue 2577 
Total Assets 



4532 
6975 
1160 
4600 
2060 



6C 
4C 
OC 
00 
00 
66 



20796 



66 



Liabilities: 

Votes Payable 
Aoots. Payable 
Total Llabilitli 

Capital or Net In- 
Testment 



2626 
6646 



6471 



L2324 



J0796 



06 



The difference between the total assets, $20,795.55, and the total liabilities, 
$8,471.05, is G. M. Reynolds' net capital or net investment, $12,324.50. Notes 
Receivable, $2,060, is the total of all the notes Mr. Reynolds holds. Accounts 
Receivable, $2,577.65, is the total of what all customers owe him. Notes Pay- 
able, $2,625, is the total of all the notes Mr. Reynolds owes to others. Accounts 
Payable, $5,846.05, is the total of what Mr. Reynolds owes to creditors. 
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Problem 2: Prepare a similar statement from the following data of Miller 
Bros, whose books show the following: 

Assets: Cash on hand, $5,384; Merchandise Inventory, $6,234.50; OflSce 
Equipment, $780. They hold notes as follows: a 60 day note for $1,250 
against A. E. Pearson, and a 90 day note for $875.30 against L. M. Preston. 
The following owe them on account : J. L. Peters, $375.60 ; J. M. Noel, $418.20 ; 
H. M. Smith, $625.30. 

They owe a 90 day note for $1,000 to R. M. Sawyer & Co., and a 30 day 
note for $1,500 to the bank. They owe the following on account: I. K. 
Palmer, $513.40, W. H. Marshall, $319.15, and E. J. Brown, $250. What is 
their net capital or net investment? 

22. Merchandise Accounts: All merchandise bought and sold, and returns 
of merchandise and all allowances, could be kept in one ** Merchandise" 
account, but it would contain mixed information, and would be very unsat- 
isfactory. 

Instead of keeping one mixed ** Merchandise'* account, all purchases of 
merchandise are called '* purchases'' and are kept in a ** Purchases" account. 
All sales of merchandise are called *' Sales" and are kept in a ** Sales" account. 
Any returned goods from purchases and any allowances on purchases may 
be credited to ** Purchases" account, or a separate ** Purchases Returns and 
Allowances" account may be kept. Any returned goods from sales and any 
allowances on sales may be charged (debited) to ** Sales" account, or a sep- 
arate ** Sales Returns and Allowances" account may be kept. 

A ** Purchases Discount" account -is kept to distinguish the discount 
received for the prompt payment of goods bought from the discount on notes. 
A '* Sales Discount" account is for the discount allowed customers for prompt 
payment. 

23. Expense Accounts: Expenses of all kinds could be kept in one 
expense account, but it is better to have the books show the expense or cost 
of each department of the business. The usual expense accounts are Admin- 
istrative Expense, Selling Expense, and Delivery Expense. Other expense 
accounts may be kept, such as: Office Equipment Expense, Store Fixtures 
Expense, Real Estate Expense and Income, Warehouse Expense, Officers' 
Salaries, Salesmen's Salaries, etc. The expense accounts that should be kept 
depend upon the nature of the business. Keep those only that are necessary 
or required. Debit any expense to the expense account that is affected. 

24. Fiscal Period: The fiscal period in a business is the financial period 
of time during which the business is conducted before closing the books to 
ascertain the profit or loss, and the condition of the business. A fiscal period 
may be for one month, three months, six months, or for one year, usually 
three months, six months or a year. The books cannot be closed for the pur- 
pose mentioned without taking an inventory or inventories, at which time 
the accruals and depreciations are adjusted as shown at the end of the fol- 
lowing set. 
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CHAPTER n 

BUSINESS OF W. J. GOODNOW 

Illustrating Final Trial Balance Before Closing, Accruals, 
Deferred Items, Profit and Loss Statement and Balance Sheet. 

25. The books to be used are Journal and Ledger. It is suggested that 
journal and ledger paper be used instead of regular blank books, as the 
student will then be better prepared to do neat and accurate work in the 
main books. This set is designed to serve as a reference as to procedure, 
following the posting and preparing of the Trial Balance, of providing for 
the inventories, preparing for the Final Trial Balance, Balance Sheet and 
Profit and Loss Statement. 

About one-half of the journal entries for the transactions in this set are 
shown in the illustration of the Journal which follows. The remainder of 
the journal entries are left for the student to prepare, but the similar entries 
illustrated and the suggestions given under the transactions will make this 
easy to do. The posting to Ledger accounts is shown in the illustrations of 
the Ledger accounts, but none of the adjustment journal entries nor the 
closing journal entries are posted. These are shown and explained so that 
it will be a simple matter for the student to get the proper, record in the books. 
Enough of the bookkeeping is illustrated to guide the student so well that 
no outside help will be needed. 

26. The Principles learned in the work preceding are restated as rules 
for a guide and reference in preparing journal entries. 



1. Debit what is received or bought. 

2. Credit what is sold or given out. 

3. Debit persons or firms when they 
owe us, and Credit them when 
they pay. 



4. Credit persons or firms when we 
owe them, and Debit them when 
we pay them. 

5. Debit what costs value, and Credit 
what produces value. 



Every debit must have a corresponding credit. 
Every credit must have a corresponding debit. 

When an account (or accounts) is debited, some other account (or 
accounts) must be credited for the same or an equal amount. Decide the 
account (or accounts) to be debited, and credit the other account (or accounts) 
in the transaction. 

' Every transaction affects two accounts and may affect more than two 
accounts. If a transaction affects two accounts, it affects one account on 
one side and the other on the opposite side. The above rules are not intended 
to be memorized. They are simple statements of principles that have been 
used in the preceding work, and will be a guide in deciding on which side 
an account is affected, in preparing journal entries for the following trans- 
actions. 

13 
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BUSINESS TBANSACTIONS 

la. Dec. 1. W. J. Goodnow began business on December 1, 192.., with an 
investment represented by the following assets (resources) and lia- 
bilities : 

Cash, $5,825.75, Merchandise inventory, $8,972.50, Real Estate, House and 

Lot, 168 Park Ave., $4,750. 
He owes W. H. Martin & Co., Chicago, 111., $2,097.50, and Warner Bros., Detroit, 

Mich., $2,450.75 on account. 

Each asset is a debit, and each liability is a credit. The difference between the 
assets and liabilities is W. J. Goodnow 's Capital or net investment. (Paragraph 19.) 
See illustration No. 18 following. 

2a. Dec. 1. Bought for cash of Acme Office Supply Co. 3 Desks @ $42.25, 
10 Chairs @ $7.90, 2 Typewriters @ $100, 2 Office Rugs @ $35, 1 Filing 
Case $75. 

Debit Office Equipment $550.75, but itemize in the Ledger account when posting 
in order to show the original cost of each article in case of loss by fire or otherwise. 
Credit Gash for the amount paid. 

3a. Dec. 1. Bought for cash of Ames Truck Co. 1 Two-ton Truck for $500, 
and 1 One-ton Truck for $350. 

Debit Delivery Equipment and itemize when posting. Credit Cash for the amount 
paid. 

4a. Dec. 2. Paid G. H. Brown Stationery Co. for blank books, $85.70, and 
office supplies, $18.60. 

Debit Administrative Expense and credit Cash. Postage, office supplies^ office help, 
rent and any expense for the general conduct of the business is charged to Admin- 
istrative Expense^ unless separate accounts are kept for some general expense accounts. 

5a. Dec. 2. Paid Auto Repair Co., for repairs on Trucks, $85.45, and for oil 
and gasoline, $27.95. 

Debit Delivery Expense and credit Cash. All expenses of trucks and drivers are 
charged to Delivery Expense. 

6a. Dec. 2. Purchased of Glass & Bryant, Kansas City, Mo., Merchandise as 
per Invoice No. 1, 3/10, n/60, $1,804.12. Purchased of W. H. Martin 
& Co., Chicago, 111., Merchandise as per Invoice No. 2, 3/10, n/60, 
$1,617.53. (Enter in two separate journal entries. Debit ** Purchases'' 
in each case, because merchandise is bought. Credit Glass & Bryant, 
$1,804.12, and credit W. II. Martin & Co., $1,617.53, because we owe 
them.) 

Note: 3/10, n/60 are the terms .of sale on the invoice. 3/10 means 3% discount 
will be allowed if the invoice is paid within 10 days from the date of invoice, n/60 
means the invoice is net and due in 60 days. No discount is allowed if payment is made 
any time after 10 days. It is not necessary to itemize the purchase in the books, as the 
invoice is itemized and is filed for reference. Of course 3/10, n/60 means the goods are 
purchased on account. 

7a. Dec. 3. Sold to C. P. Dalton & Son, 509 Ash St., City, 2/10, n/30, 2500 
lbs. G Sugar @ 12y2C, 125 cs. Extra Pepper @ $4.75. Sold to W. H. 
Marsh & Co., Toledo, Ohio, 2/10, n/30, 125 bx. Evaporated Apples @ 
$4.75, 75 brls. Family Flour @ $7.75. 

Enter in two separate journal entries. Debit C. P. Dalton & Son for the amount ofi 
their bill and credit "Sales'* for the same amount, and a similar entry for W. H. Marin 

-m & Co. 
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8a. Dec. 3. Received cash for sundry cash sales, $427.50. 

Debit Cash $427.50, because cash is received; credit "Sales** $427.50, because mer- 
chandise is sold. Any purchase of merchandise is called ** Purchases/* and any sale 
of merchandise is called ** Sales." 

9a. Dec. 3. AV. J. Goodnow took from the store for private use, 10 cs. Ideal 
Tomatoes @ $3.25, and 11 cs. Red Raspberries @ $3.40. 

Debit W. J. Goodnow, Personal, because he owes the business. Credit "Sales," 
because merchandise is sold. The purpose of the proprietor's personal account is to 
keep such transactions as this out of his Capital or investment account, as they are not 
intended to aflfect the investment. 

10a. Dec. 3. Paid Regan Printing Co. $185.30 for printing sales form letters 
and advertising booklets. 

Debit "Selling Expense** and credit Cash. Any expense for the cost of selling 
goods is debited to "Selling Expense" unless separate accounts are kept for advertising, 
salesmen's salaries, etc. 

11a. Dec. 3. Received a credit memorandum for $124.75 from Glass & 
Bryant, allowance for damaged goods on invoice of December 2. 

Debit Glass & Bryant and credit "Purchases.** Credit "Purchases** account for all 
goods returned by us from purchases, and for any allowance we receive for shortage or 
damaged goods, and at the same time, debit the person or firm who makes the allow- 
ance to us. 

12a. Dec. 4. Allowed C. P. Dalton & Son $92.50 for damaged goods on bill 
of December 3. 

Debit "Sales** $92.50, and credit C. P. Dalton & Son. Debit "Sales** account for 
any goods returned from Sales, and for any allowance for shortage or damaged goods, 
and, at the same time, credit the person or flrih to whom we make the allowance. 

If a separate "Sales Returns and Allowance** account is kept the above allowance 
would be debited to this account. It depends upon the nature and volume of the busi- 
ness as to whether this separate account should be kept. 

13a. Dec. 4. Accepted Glass & Bryant 's 10 day trade acceptance for $1,628.99, 
dated December 2, and receiyed 3% discount on balance of Invoice No. 
1, $1,679:37. 

Debit Glass & Bryant $1,679.37. Credit Notes Payable $1,628.99 (face value), and 
credit "Purchases Discount,** $50.38. When the decimal is less than half a cent, drop 
the decimal; but when a half-cent or more, add one cent. 

Usually a trade acceptance is not given for so short a period as 10 days, but is used 
where the discount period is 30 or 60 days or more. It is used here for this short period 
to show how it is entered in the books. When an acceptance given on account falls flue 
within the discount period, the giver is entitled to the discount the same as if a cash 
payment were made. The purpose of the trade acceptance is to keep the money in 
action, as the holder can discount it at the bank and use the money in the business. 

14a. Dec. 5. Received a 10 day trade acceptance for $1,151.50, dated Decem- 
ber 3, from W. H. Marsh & Co. on account, and allowed 2% discount on 
bill of December 3. (Debit Notes Receivable $1,151.50. Debit ** Sales 
Discount" $23.50. Credit W. H. Marsh & Co. $1,175. The explanation 
under 13a applies here.) 

15a. Dec. 5. Paid J. M. Brown $350 for rent of store building for one month 
from December 1, to December 31. (Debit Administrative Expense. 
See 4a.) 

16a. Dec. 5. Sold to W. II. Draper & Co., Utica, N. Y., 2/15, n/30, 85 brls. G. 
Flour @ $8.50, 125 doz. bx. Ideal Tomatoes @ $3.50. (See 7a.) 
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17a. Dec. 6. Paid bookkeeper and office help for the week, $172.50. Paid 
salesmen and clerks in the sales department for the week, $275.80. 

Debit Admmiatrative Expense $172.50, because office help is a general expense. 
Debit Selling Expense $275.80, because any cost of sales is a selling expense. Credit 
cash for the amount paid out. 

18a. Dec. 6. Paid W. II. Markham Insurance Agency $270, premium on Insur- 
ance policy on stock of goods, to cover from December 1. (Debit *' Insur- 
ance'* $270, because it cost value (Rule 5). Credit Cash for the amount 
paid.) 

19a. Dec. 8. Post the books to date. Open the accounts on your ledger paper 
in the following order: W. J. Goodnow, Capital, W. J. Goodnow, Per- 
sonal, Cash, Notes Receivable, Notes Payable, OflBce Equipment, Delivery 
Equipment, Real Estate, house and lot, insurance, Merchandise Inventory, 
Purchases, Purchases Discount, Freight In, Sales, Sales Discount, Admin- 
istrative Expense, Selling Expense, Delivery Expense, Real Estate 
Expense and Income, Interest and Discount, C. P. Dalton & Son, 509 Ash 
St., City, W. H. Marsh & Co., Toledo, Ohio, W. H. Draper & Co., Utica, N. 
Y., Warner Bros., Detroit, Mich., Glass & Bryant, Kansas City, Mo., W. 
H. Martin & Co., Chicago, 111. 

Give Cash 28 lines, Purchases 12 lines. Sales 20 lines. Administrative 
Expense 14 lines, and each of the other accounts 10 lines. Page the Jour- 
nal and Ledger beginning with 1, placing the number at the right-hand 
upper corner. 

In posting, enter the page of the Journal in the folio page column of 
the Ledger account and the page of the Ledger account in the L. P. col- 
umn in the Journal, for quick reference. In posting to the debit side of 
customers' accounts (those to whom we sell), enter the terms 2/15, n/30, 
or whatever the terms are, in the explanation column. Do the same when 
posting to the credit of creditors' accounts (those from whom we buy). 
This is for convenience in watching the discounts and the date when due. 
Be careful to get the address of persons and firms in the Ledger accounts. 
What is the cash balance? 

20a. Dec. 8. Received a check for $675 from C. P. Dalton & Son on account, 
and allowed 2% discount. 

Debit Cash $675. Debit "Sales Discount'' $13.78. (2% of the total credit.) Credit 
C. P. Dalton & Son $688.78 ($675 divided by 98%), because they have paid this amount, 
including the discount. 

This is a partial payment. The terms 2/10, 2% discount if paid in 10 days, is offered 
in consideration that the whole bill is paid in 10 days, not part of it. Usually no dis- 
count is allowed on a partial payment of a bill, yet, if a good customer should insist upon the 
discount for a partial payment, it would probably be allowed. The custom is to pay the 
whole bill less the discount as per terms. A partial payment and discount is shown here in 
order to bring in this explanation, and to show the entry in case the discount were allowed. 

21a. Dec. 8. Received cash for sundry retail sales, $598.75. (See 8a.) 

22a. Dec. 9. Paid B. & 0. R. R. Co. $218.25 for freight on goods purchased. 

Debit "Freight In*' account, and credit cash. This freight adds to the cost of mer- 
chandise and could be debited to ''Purchases" account, but it is better to have a separate 
Freight account for convenience in the adjustment of freight claims. ** Freight Out," 
that is, freight prepaid on goods sold, should be kept in a separate account, because if 
we sell at a delivered price and so have to stand this freight, it is really a selling expense. 
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23a. Dec. 10. Borrowed $5,000 at the Central National Bank on our 15 day 
note at 6%. In other words, ** Discounted'* our own $5,000 note at the 
bank at 6% for 15 days. 

Debit Cash $4,987.50, the proceeds of the note, which is the cash actually received. 
Debit Interest and Discount $12.50 (Rule 5). Credit Notes Payable $5,000, because our 
note is given out. 

The Bank collects interest in advance on a loan, that is, the bank discounts your note 
and gives you the proceeds. This is bank discount, the simple interest on the face of the 
note, hence the account ''Interest and Discount." If there are many notes and accept- 
ances with creditors and also loans at the bank, it is better to separate them and use the 
accounts "Notes Payable — Trade" and ''Notes Payable — Bank." Separate interest 
accounts may also be kept. 

24a. Dec. 10. Received a 60 day note for $1,000 at 6% from W. H. Draper 
& Co. on account. Gave W. H. Martin & Co. our 60 day note for $2,097.50 
at 6%, on account. Gave Warner Bros, our 60 day note for $1,500 at 6% 
on account. (Enter separately. See journal entries in Illustration 

No. 18.) 

25a. Dec. 10. Returned goods to the value of $169.10 to W. H. Martin & Co. 
for credit. (See 11a.) 

26a. Dec. 11. Purchased of Glass & Bryant merchandise as per Invoice No. 
3, 3/15, n/90, $2,785.20. Purchased of W. H. Martin & Co., merchandise 
as per Invoice No. 4, 3/15, n/90, $2,135.80. (Enter separately. See 6a.) 

27a. Dec. 12. Sold to C. P. Dalton & Son, 2/15, n/30, 125 brls. Early Potatoes 
@ $6.25, 85 brls. P. B. Flour @ $8.25. Sold to W. H. Marsh & Co., 2/15, 
n/30, 95 cs. No. 1 Raisins @ $5.25, 125 doz. bx. O'Meal Crackers @ 
$4.75. (7a.) 

28a. Dec. 12. Paid W. H. Martin & Co. $1,404.98, on account, and received 
3% discount on balance of invoice of Dec. 2, $1,448.43. 

Debit W. H. Martin & Co. $1,448.43, in full for balance of invoice ($1,617.53 less 
$169.10 allowance). Credit Cash, $1,404.98 and credit Purchases Discount $43.45 (3% of 
balance). 

29a. Dec. 12. Received $122.47 from C. P. Dalton & Son, which pays balance 
of bill of Dec. 3, $124.97, allowing 2% discount. 

Debit cash $122.47. Debit "Sales Discount'* $2.50, because the discount cost us this 
amount which we allow for payment within 10 days. Credit C. P. Dalton & Son $124.97, 
the balance on this bill. The check and allowance for discount pays it. 

30a. Dec. 13. Paid office help for the week $172.50. Paid sales force for 
the week, $275.80. Paid delivery drivers for two weeks, $110. (Sec 
17a. Debit Delivery Expense for the wages of the drivers.) 

31a. Dec. 15. Received $1,151.50 from W. II. Marsh & Co. to pay their 10. 
day acceptance, due today. Gave Glass & Bryant a check for $1,628.99 
to pay our acceptance of December 4. (Enter separately. See Illus- 
tration No. 18. Why is Notes Receivable credited and Notes Payable 
debited?) 

32a. Dec. 15. Received an allowance of $184.75 for damaged goods on Invoice 
, of Dec. 11, from Glass & Bryant. (See 11a.) 

33a. Dec. 16. Received check for $2,000 from W. J. Goodnow as an addi- 
tional investment. (See paragraph 8.) 
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34a. Dec. 17. W. H. Marsh & Co. returned 15 cs. No. 1 Raisins @ $5.25 and 
10 doz. bx. O'Meal Crackers @ $4.75, for credit. Allowed C. P. Dalton 
& Son $112.50 for damaged goods on bill of Dec. 12. (See 12a.) 

35a. Dec. 18. Received $12.75 from Regan Printing Co. as a refund for over- 
charge on bill for printing advertising matter, of December 3. Received 
$8.75 from G. H. Brown Stationery Co. as a refund on bill of December 
2, for oflBce stationery. 

Selling Expense was charged for the bill of December 3, and this refund of $12.75 
is credited to this account, because it reduces that charge. For the same reason, Admin- 
istrative Expense is credited for the $8.75. 

36a. Dec. 18. Paid C. & A. R. R. Co. $314.75 for freight on goods purchased. 
(See 22a.) 

37a. Dec. 18. Received $11.35 refund from B. & 0. R. R. Co. for overcharge 
on freight bill of December 10. (Credit Freight-In account, because the 
freight was charged to this account.) 

38a. Dec. 18. Paid G. H. Owen $38.75 for decorating house at 168 Park 
Ave. (Debit Real Estate Expense and Income account.) 

39a. Dec. 19. Received $125 from J. M. Leverich for rent of house at 168 
Park Ave. for one month from December 15 to January 15. (Debit cash 
and credit Real Estate Expense and Income, because the real estate pro- 
duced this amount. Rule 5.) 

40a. Dec. 20. Paid office help for the week, $172.50. Paid sales force for 
the week, $275.80. 

41a. Dec. 20. Purchased of Warner Bros, merchandise as per Invoice No. 
5, 3/15, n/90, $3,485.75. Purchased of Glass & Bryant merchandise as 
per Invoice No. 6, 3/15, n/90, $2,389.65. (6a.) 

42a. Dec. 20. Post the books to date. In posting to customer's and creditor's 
accounts, and also to Notes Receivable and Notes Payable, if the last 
item posted balances an item or items on the opposite side, rule a red 
ink line under the items that balance on each side. The purpose is to 
rule these items out and save addition later. What is the cash balance? 

43a. Dec. 22. W. J. Goodnow drew $135 for his private use. (Debit W. J. 
Goodnow, Personal. See 9a.) 

44a. Dec. 23. Sold to W. H. Draper & Co. 2/15, n/30, 125 cs. 12-lb. Choco- 
late @ $7.25, 95 bx. D. Peaches @ $6.25. Sold to W. II. Marsh & Co. 
2/15. n/30, 45 cs. Butter Prints, 2281 lbs. @ 50c. 75 brls. Evap. Apples 
@ $4.85. Sold to C. P. Dalton & Son, 2/15, n/30, 85 brls. G. Flour @ 
$8.75, 125 bx. Silver Prunes @ $5.15. (Enter separately.) 

45a. Dec. 24. Received $160 from W. II. Draper & Co. on account. No dis- 
count. Received $946.92 from W. H. Marsh & Co. on account and allowed 
2% discount on balance of bill of Dec. 12, $966.25. Received $1,342.60 
from C. P. Dalton & Sons an account and allowed 2^^ discount on bal- 
ance of bill of Dec. 12, $1,370. (29a.) 

46a. Dec. 24. Received a 60 day note for $1,562.50 at 69v from C. P. Dalton 
& Son on account. (24a.) 
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47a. Dec. 24. Paid our $5,000 note at Central National Bank by giving a new 
note for $3,500 at 6% for 60 days and a check for $1,535 for the dif- 
ference including the interest on the new note. 
Debit Notes Payable $5,000 because we received our note. Debit Interest and Dis- 
count $35 for the interest paid in advance on the new note (Rule 5). Credit cash $1,535, 
and Notes Payable $3,500 for the new note. 

48a. Dec. 26. W. J. Goodnow returned $50.75 of the money drawn on Decem- 
ber 22, for private use. (Debit cash and credit W. J. Goodnow Personal.. 
See Proprietor's Personal Account, paragraph 8.) 

49a. Dec. 27. Paid W. H. Martin & Co. $2,071.73 on account, and received 
3% discount on invoice of December 11. Paid Glass & Bryant $2,522.44 
on account and received 3% discount on balance of invoice of December 
11, $2,600.45. (28a. Refer to your Ledger accounts to determine what 
the balance is, on which to calculate the 3% discount.) 

50a. Dec. 27. Paid office help for the week, $172.50. Paid sales force for 
the week, $275.80. Paid delivery drivers for two weeks, $110. 

51a. Dec. 28. Received $872.50 for sundry cash sales. 

52a. Dec. 28. W. J. Goodnow withdrew $1,000 from his investment. (Debit 
W. J. Goodnow, Capital. See paragraph 8.) 

53a. Dec. 29. Paid Warner Bros. $950.75 on account. No discount. 

54a. Dec. 29. Sold to C. P. Dalton & Son, 2/15, n/30, 125 cs. D. Peaches @ 
$6.35, 75 cs. No. 1 Raisins @ $5.75. Sold to W. H. Draper & Co., 2 a5, 
n/30, 115cs. R. Raspberries @ $5.95, 65 brls. P. B. Flour @ $9.85. 

55a. Dec. 30. Allowed W. H. Draper & Co. $47.85 for damaged goods on 
bill of December 23. (12a.) 

56a. Dec. 31. Purchased of W. H. Martin & Co. merchandise as per Invoice 
No. 7, 3/15, n/90, $1,135.75. 

57a. Dec. 31. Post the books to date: Before beginning to post, look over 
all the journal entries to see that they are each in balance. After posting, 
take a Trial Balance. Before beginning the Trial Balance, go over all 
the Ledger accounts, and total each side of each account, of more than 
one item, in very small pencil footings, close under the last entry so these 
figures will be out of the way of any entry that may be made on the 
next line. These small figures are not erased, as they will save addi- 
tion later. 

Find the difference between the two sides of each account that has 
both debits and credits, and place this difference on the larger side, close 
under the line in the explanation column. Now, preparing the Trial 
Balance is a simple matter of writing the accounts and placing these 
debit balances in the debit column, and the credit balances in the credit 
column. 

Exception: Enter both sides of Purchases account and Sales account 
in the Trial Balance, but use the differences in all the other accounts. 
The credit side of Purchases shows the ** Returns and Allowances'' from 
purchases. The debit side of Sales account shows the ** Returns and 
Allowances'* from sales. As these are used in preparing the Profit and 
Loss Statement, it is convenient to show both sides of Purchases and 
Sales accounts in the Trial Balance. Where the volume is large, separate 
accounts may be kept for ** Purchases Returns and Allowances'' and 
for ** Sales Returns and Allowances." 
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The following illustrations show about one-half of the journal entries of 
this set, which are most all of the various kinds, and will enable the student 
to prepare the remainder without further aid. The Ledger accounts show the 
posting as it should be when the complete Journal is posted. The Capital 
accounts and Cash account are shown closed, as a guide in closing these ac- 
counts when instructed to do so. If the Cash account were to be transferred 
to a new page, the balance would be carried to the debit side of the new ac- 
count instead of bringing it down below the ruled lines. 

By following the instructions and illustrations in paragraphs 27 to 40 
inclusive, the student can easily record the adjusting journal entries in the 
Journal and post them and take the Final Trial Balance, and record the closing 
entries and post them, closing and ruling the Nominal Accounts. Every step 
is made easy. 

The Journal is a book of original entry. Arranging the transaction in 
the form of a journal entry is called ** Journalizing.'* Journalizing is a mental 
process of analyzing transactions to determine the debits and credits. This 
mental analysis, to decide what are the debits and what are the credits, must 
take place before recording transactions in any other book of original entry, as 
well as the Journal. Hence, the journal entry of any transaction must be 
visualized before it can be recorded intelligently in a Cash Book, Purchases 
Book, or Sales Book. The application of the principles of debit and credit, as 
illustrated by the journal entry in this and the preceding chapter, to other 
books of original entry is illustrated in Chapter IV and chapters following 
thereafter. 
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ILLUSTRATION NO. 19 

27. Having the Trial Balance, the student is required to prepare and post 
journal entries to provide for the following inventories, and then take a Final 
Trial Balance before closing the books. 

Merchandise Inventory, Dec. 31 $16,462.81 

Expired Insurance 22.50 

Depreciation, Reserves, Accruals and Deferred Items. 

Accrued Assets: 

Interest paid in advance on loan at bank $30.92 

Interest accrued on Notes Receivable 5.32 

Accrued Liabilities: 

Rent for half-month on house and lot belonging to next 

period $62.50 

Interest accrued on Notes Payable 12.59 

Unpaid oflRce help for half-week 86.25 

Unpaid sales force for half-week 137.90 

Unpaid delivery drivers for half- week 27.50 
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Deferred Charges to Operation: 

OflSce stationery on hand $37.50 

Advertising matter on hand 72.50 

Depreciatioii: 

10% on Office Equipment $ 55.08 

15% on Delivery Equipment 127.50 

4% on House, 168 Park Ave 190.00 



Beserve for Doubtful Acounts: 

4% of debit balance of Acounts Receivable. 



.$213.24 



28. The Trial Balance represents the results or facts of the bookkeeping, 
as shown by the Ledger acounts, but tjie above inventories are supplementary 
facts not found in the Ledger acounts, which materially affect the profits and 
losses of the business. They must be recorded in the books before the exact 
profit or loss can be determined. The following journal entries, when posted, 
will record these items in the books and adjust the Ledger acounts that are 
affected : 



jidmlnlatratlTo fixpenae 
Inatiranoo 



Aconaed Asa^ta 

Intareat and Dlaoonnt 



Ileal Batata Bxpenae and Inoooe 
::ntareat and Blaooont 
iidmlnlatratlTa fixpenae 
nailing fixpanaa 
:)allTary Bxpanae 

Aoornad Llabllitlea 



"^3r. 



To oharge thla aooount 
with Inanranoe expired 

-31- 

For Intereat aooraed and 
Intereat paid In advanoe. 

.31- 



Rent oolleoted for next 
period. Interest aoornad 
on Hotea Payable, unpaid 
of floe help, aalea foroe. 
and dallTery drlvera.for 
one- half week 



:)ef erred Chargaa to Operation 
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Sailing Bxpanae 
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Offloe atatlonary and Ad- 
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Offloa Bqulpment 
HeaerTo for dapraolatlon on 

Delivery Bqnlpfflent 
^eaerTa for depreoiatlon on 
Honaa. 166 Park Ave 
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tip RaaerTa Aooonnta. 
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ILLUSTRATION NO. 20. ADJUSTMENT JOURNAL ENTRIES 



Enter the above journal entries in the Journal and post them to the Ledger 
Accounts, then take a Final Trial Balance before closing. 

29. Oomments: Merchandise inventory Dec. 31, $16,462.81 is left until the 
Trading Accounts are closed. The Insurance expired, $22.50 ($270 divided by 
12) is the part of the insurance used for one month. When recorded it leaves 
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$247.50 unexpired insurance as an asset. (See first entry in illustration 
No. 20.) 

29a. Interest accrued on Notes Receivable, $5.32, belongs to this period, 
but cannot be received until collected in the next period. Interest paid in 
advance on loan at the bank was $35 for 60 days, but only 7 days of it, $4.08, 
belongs to this period, leaving $30.92 belonging to the next period. These 
are accrued Assets. (See second entry in illustration No. 20.) 

29b. One-half the rent collected on house, 168 Park Ave., $62.50, belongs 
to the next period, hence, it is a liability of this period. The unpaid oflBce 
help, sales force and delivery drivers for one-half week, are liabilities of this 
period. These are Accrued Liabilities. (See third entry in illustration No. 20.) 

29c. Office stationery on hand was charged t() Administrative Expense, 
but $37.50 of it will be used in the next period, so it must be taken out of 
Administrative Expense for this period. Advertising matter on hand, $72.50, 
has been charged to Selling Expense, but will be used in the next period, so 
it must be taken out of the Selling Expense for this period. (See fourth 
entry.) 

29d. Depreciation is an expense, or loss from use and age, and each period 
must stand its part of it. Depreciation on Office Equipment is an Adminis- 
trative Expense, so debit this account $55.08. Depreciation on Delivery Equip- 
ment is a Delivery Expense, so debit this account $127,50. Depreciation on 
House, 168 Park Ave., is a real estate expense, so debit Real Estate Expense 
and Income account $190. Credit the ** Reserve" account for each of these 
properties for the amount of depreciation on each. (See fifth entry.) 

29e. Loss on Doubtful Accounts: Experience has proved that it is un- 
usual to be able to collect in full from all customers. Some will not pay and 
some will not pay all they owe us. This causes a loss. It is not possible to 
know exactly what this loss will be, so it is a conservative practice to retain 
part of the profits to cover this probable loss, instead of letting it go into 
Profit and Loss account as a profit or be paid out in dividends, while, in fact, 
it is a loss. A ** Reserve for Doubtful Accounts" account is set up to provide 
for this estimated loss. The amount is decided by the management, based 
upon past experience. It may be 2% or 5% of Accounts Receivable. Us- 
ually it is more than the actual loss on bad debts for the past year, in order 
to be sure to cover all loss probable on bad debts. To set up this ** Reserve," 
debit **Loss on Doubtful Accounts'' and credit ** Reserve for Doubtful Ac- 
counts," without waiting to see what debts are going to be bad debts. This 
does not disturb the Accounts Receivable, and yet it records the estimated 
loss in the period to which it belongs. (See sixth entry.) 

29f. If, at a later date, any customer utterly fails or his account is found 
to be uncollectible, a journal entry is made to close his account. Debit ** Re- 
serve for Doubtful Accounts" and credit the customer's account to close it. 
This makes it unnecessary to go back into the bookkeeping and adjust the 
pi^ofits for the year or period. The purpose of these comments is to aid 
in the study of the foregoing journal entries. 

29g. When the foregoing journal entries have been recorded and posted, 
the Final Trial Balance should be as follows : 
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ri&al Trial Balanoe before closing . W. J. Goodnow. Deoemberr 31,192 



154 
3061 



15 
50 



2562 50 



550 

860 
4750 

247 

8972 150 

15353 80 



75 1 

00' 
00; 
50 



521165 
379 !lO 1 
86 51 I 
1261 186 



1 W. J. Goodnow, Capital 

2 W. J. Goodnow, Personal 
A 3 Cash 

A 4 Notes Reoelvable 
L 5 Notes Payable 
A 6 Offloe Equipment 
A 7 Delivery Equlpmeiit 
A 8 Heal Estate. House and Lot 
A 9 llnsuranoe unexpired 
T 10 iMerohandlse Inventory 

T 111 iPurohases 

T 12 IPurohases Discount 

T '13 [Freight In 

T 114 jSales 

T '15 Sales Discount 
P & L ,16 lAdmlnlstrtttlve Expense 
P & L |17 iSelllng Expense 
P & L 16 iDellvery Expense 
P & L {19 Real Estate Expense and Incone 
P & L 120 llnterest and Discount 

Am^ 'Accounts Receivable 

L I y" lAccounts Payable 
P & L '21 LOSS on Doubtful Accaunts 

A |22 Accrued Assets 

l|23 Accrued Liabilities 

A 24 Deferred Charges to Operation 
Al j25 iReserve for Dep* on Office Equipment 
A I 126 Reserve for Dep. on Delivery Equipment 
Al !27 Reserve for Dep. on Real Estate 
Al 28 Reserve for Doubtful Accounts 



ILLUSTRATION NO. 21. PINAL TRIAL BALANCE BEFORE CLOSING 



16000 



709? 



478 
235 

14726 



00 



60 



60 
91 

15 



1341 


15 1 




1 


488 40 1 






166 


25 






23 


85 






5330 


90 










7011 


IS 


213 


24 






1 36 


24 






1 




326 


T4 


110 


00 










55 


08 






127 


60 






190 


00 






213 


84 


46461 

^ 


87 


46461 


87 



Note: The numbers at the left may be the page of the Ledger accounts, or the num- 
bers of the Ledger accounts, if the Ledger is not paged, in case a loose leaf Ledger is 
used. 

30. The accounts marked '*A'' are assets. The accounts marked *'L*' are 
liabilities. The accounts marked **T'' are the ** Trading accounts.** Those 
marked **P & L" are the Profit and Loss Accounts, and those marked **A1*' 
are Reserves, and are deductions from assets in the Balance Sheet. Marking 
the accounts in the Trial Balance in this way is a convenience in preparing 
a Balance Sheet and a Profit and Loss Statement, which is the next step. 

Every debit in a Trial Balance (except the Capital accounts) is either an 
asset or a loss, and every credit is either a liability or a gain. 

Merchandise Inventory, at the end of a fiscal period, is both a ''Trading 
Account" and an Asset. It is an asset for the next period, and must be used 
as a ** Trading Account*' in this period to ascertain the **cost of goods sold." 

From this *' Final Trial Balance,*' prepare a Balance Sheet and a Profit 
and Loss Statement. 

31. The "Trading Accounts" and the "Profit and Loss** accounts are 
called the "Nominal Accounts,*' so called because they are not permanent. 
They are always closed at the end of a fiscal period in order to ascertain the 
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gain or loss. The other accounts are not closed and are called ''real*' o^ 
** permanent" accounts (assets and liabilities). 

The ** Trading and Profit and Loss Statement" is prepared from the 
Trading and Profit and Loss accounts. The Balance Sheet is prepared from 
the real or permanent accounts, the assets and liabilities. Prepare a Balance 
Sheet and Profit and Loss Statement from these two sets of accounts, as fol- 
lows: 



Exhibit A. Balance Sheet. W. J. 


Goodnow. December 


31. 


192 




Current and Aoomed Assets. 










cash 

notes Reoelve^ble 

Aoooonts Becelvable 

Les% Res. for Doubtful Account 8 


^330.90 
213.24 


3061 
2662 

5117 

36 

16462 


50 
50 

66 

81 


27240 


71 


Accrued Assets 

llerchandlse inventory. Dec. 31 




Total Current and Accrued Assets 






Deferred Assets 












Insurance (unexpired} 
Office stationery on hand 
Advertising Hatter on hand 




247 
37 
72 


50 
50 
50 


357 


50 


Total Deferred Assets 






Fixed Assets 












Office Equipment 

Less Reserve for Depreciation 


1660.75 
55.06 


495 

722 

4560 


67 
50 


6778 


17 


Delivery Zquipnent 

Less Reserve for Depreciation 


666.60 
127.50 


Real Estate, House and Lot 

Less Reserve for Depreciation 


4760.00 
190.00 


Total fixed Assets 








Total Assets 


33376 


3b 


Current and Accrued Liabilities; 












Votes payable 
Accounts payable 
Accrued Liabilities 




7097 

7011 

326 


50 
15 
74 


14435 


39 


Total Liabilities 






W. J. Gcodnow's Present capital 


1«946 


99 


Represented by 












W. J. Coodnow*s net Investment 
Less his Personal Account 


$16000.00 
154 . 15 


15845 
3095 


85 
14 






Add net Profit for the Period 


rATBMBKT OF 




16^40 


99 


18940 


99 


ILLUSTRATION NO. 22. BALANCE SHEET. S 


llTHE BX. 


klN 


sss 





Note: This Balance Sheet should prove with the Profit and Loss Statement. Ob- 
serve that only the Asset accounts, Liability accounts, and the Capital accounts are 
used. 
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Exhibit B. profit and Loss Statemest. W. J Goodnovr, Deoember 31 



192 



Sales 

Less Sales Returns and Allowanoes 

** Sales Disootmt 

net Sales 

Cost of Sales: 

Merchandise inventory. Deo 1 
Purchases 
Less Pnrchases Returns 

and Allowances 
** Purchases Discount 



#379 10 
9&»S1 



#15353.80 

#476.60 

235.91 714.51 
14639.29 



Add Freight In 

Net Cost of all Merchandise 
Less Mdse. Invt Dec 31 
Cost of Goods Sold 
Gross Profit on Sales 
(65 91^ of cost. 46.21% of Sales) 

Operating Expenses 

Administrative Expense 

(16.445S of cost. 8.85^ of Sales) 



521.65 



14726 
465 



6972 



15160 



60 



94 



24133 
16462 



44 
81 



Selling Expense 
(17748JJ of Cost 

Delivery Expense 
(6.37< of cost 



9 Ali of Sales) 



3.42^ of Sales) 
Total Operating Expense 
(21.68% of Sales) 
Gross Inoone 

Deductions from Income 

Interest and Discount 

Real Estate Expenae and Income 

Loss on Doubtful Accounts 

Net Profit or Income (Exhibit A) 

(21.75^ of Sales. 19.34$^ of Investment) 

PROOF 

W. J. Qoodncws Present Capital (Exhibit A) 
V J. Goodnow's Investment #16000.00 

Less his Personal Account 154 . 16 

Add Vet profit 



1261 
1341 

488 



23 

166 

_2ia 



15 
61 



14260 



64 



88 
15 

40 



85 
25 



15845 85 



3095 



18940 99 



14. 



-262a 



^Z- 



6589 



91 



3091 



43 



3498 



403 



3095 



18940 



16940 



46 



21. 



14 



99 



99 



ILLUSTRATION NO. 24. COMBINED TRADING AND PROFIT AND LOSS STATEMENT 

Note: The first part of this Profit and Loss Statement, which shows the "Gross 
Profit on Sales'' is the Trading Section of the Statement with which the Trading Sec- 
tion of the Profit and Loss account conforms. See separate Trading Statement, Illus- 
tration No. 30. 

32. Deductions from Income: Such items as Interest paid, Real Estate 
Expense, Collection and Exchange, the estimated Loss on Doubtful accounts, 
etc., are considered non-operating expenses, that is, they are not expenses in- 
curred in the actual trading and conducting of the business, hence, they are 
not included with the operating expenses, but deducted from the **Net Busi- 
ness Profit" or ''Gross Income." 

32a. It is very interesting to note that the Balance Sheet is prepared from 
one set of accounts (the asset accounts and Liability accounts) of the Pinal 
Trial Balance, and the Profit and Loss Statement is prepared from an en- 
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tirely diflferent set of accounts (the Nominal Accounts) and yet the two 
statements agree, and show the same final result. 

32b. The foregoing statements, the Balance Sheet and Profit and Loss 
Statement, are standard forms approved by the Federal Trade Commission 
and the American Institute of Accounts. These forms can be adapted to the 
varying conditions of a business without change in form. They contain all 
the information required to make up an Income Tax Report. After the In- 
come Tax Report is prepared, detailed statements may be prepared to recon- 
cile any expense account that could not be itemized on the report, and 
schedules of any other amount that may be called for. These analysis sheets 
or schedules are numbered to identify them, and are attached to the report 
at the proper place. 

Exhibits, SchediQes, and Detailed Statements or Analysis Sheets. 

33. An Exhibit is a statement of the facts or conditions of the business, 
as a result of the bookkeeping. The Balance Sheet is designated as Exhibit 
A, and the Profit and Loss Statement as Exhibit B. 

Compare the Profit and Losj^ Statement with the Balance Sheet, and ob- 
serve that the one proves against the other. The percentages shown in the 
Profit and Loss Statement are information for the management, in making 
the selling price for the future and in watching the operating expenses. 

Further information should be furnished. The total of Administrative 
Expense, $1,261.88, and Selling Expense, $1,341.15, are shown in Exhibit B 
in one amount in each case. The management would like to know of what 
these expenses consist. The following detailed statement or analysis is sub- 
mitted. 

De.tall8 supporting Administrative Expense and 
Selling Expense of Exhibit B, Dec. 31, 192 



Detail l; 

Administrative Expense. 

Blank Books and Stationery 
Less refund I&.76 

" , balance on hand 37.60 



Offloe help for four weeks 
Rent of 3tore Building 
Dnpald offloe help, half week 
Insnranoe 

Depreciation on Offloe Equipment 
AS shown by Exhibit B 

Detail 2: 

Selling Expense: 

Printing advertising matter 
Less refund |I2.75 

" Adv. matter on hand 72.60 
Payroll, sales force four weeks 
Unpaid payroll, half week 

AS shown by Exhibit B 

ILLUSTRATION" NO, 25. DETAILED STATEMENT OR ANALYSIS SHEET 
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34. Schedules are usually designated by numbers, as Schedule 1, Sched- 
ule 2, and so on for whatever number are necessary. A Schedule is a list 
to reconcile the amount shown by an account in the Balance Sheet, as Mer- 
chandise Inventory, Notes Receivable, Notes Payable, Accounts Receivable, 
Accounts Payable. The following Schedules will reconcile or prove Accounts 
Receivable, $5,117.66, and Accounts Payable, $7,011.15, in Exhibit A. 



Scheduled Accounts Receivable: 

C. p. Dalton & Son $1,050.00 

W. H. Draper & Co 2,776.65 

W. H. Marsh & Co 1,504.25 



5,330.90 
Less Reserve for Doubtful accts. 213.24 



Schedule 2. Accoimts Payable: 

W. H. Martin & Co $1,135.75 

Warner Bros 3,485.75 

Glass & Bryant 2,389.65 

As shown by Exhibit A $7,011.15 



As shown in Exhibit A $5,117.66 

ILLUSTRATION NO. 26. RECONCILIATIONS OF ACCOUNTS RECEIVABLE AND ACCOUNTS 

PAYABLE 

Note : Such papers as shown in Illustrations Nos. 22 or 23, 24, 25 and 26 
should be submitted to the management at the end of each fiscal period. Such 
papers as Illustrations Nos. 25 and 26, should be submitted each month, to- 
gether with any information that the nature of the business will permit T)f be- 
ing prepared. The amount deposited and the cash balance should be sub- 
mitted every morning. In submitting the Schedules of Notes Receivable, 
Notes Payable, Accounts Receivable and Accounts Payable, the due date of 
each item should be shown in the schedule. This information will enable the 
management to think intelligently of the affairs of the business. 

35. Close the Ledger: The Ledger is closed at the end of each ** Fiscal 
Period" (Paragraph 24). '* Closing the Ledger" or *' Closing the Books" 
means to close the ** Nominal Accounts" (Trading accounts and the Profit 
and Loss Accounts) into a ** Profit and Loss account which is opened in the 
Ledger. The purpose is that the Ledger may show the condition of the 
business as exhibited by the Balance Sheet and the Profit and Loss State- 
ment. Another object is to eliminate the ** Nominal Accounts" at the end 
of the period, because they have served their purpose. 

35a. Only the ** Nominal Accounts" are closed, leaving the Asset (Re- 
source) accounts. Liability accounts and the Capital accounts open which 
must agree with the accounts shown in the Balance Sheet. 

35b. Journal Entry Method: There are two methods of closing the 
Ledger: the ** direct transfer method" and the ** journal entry method." 
The results would be the same in either case, but the ** journal entry method" 
is preferred, because it is better to have a journal entry record of every trans- 
fer made in the Ledger accounts. 

35c. To close an account it is necessary to place an amount on the smaller 
side sufficient to balance the account. This closes the account. A separate 
journal entry may be made to close each account, but it is just as simple to 
close the accounts that have a credit balance with one journal entry, and to 
close the accounts that have a debit balance with one journal entry. The 
latter method is used especially if it is desired to show the ** Trading Sec- 
tion" and the ** Profit and Loss Section" in the ** Profit and Loss" account. 
Both methods are shown in this book. The following journal entries and in- 
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structions will close the books so as to show the ** Trading Section*' and the 
** Profit and Loss Section." Close the Trading accounts first. The student 
will record the following closing journal entries in the Journal and post 
them. 

35d. Close the Trading Aocoimts by Journal Entries: To close the ac- 
counts that have credit balances, debit each account for a suflScient amount to 
make both sides equal. The credit of * * Sales ' ' account is $14,347.05. The credit 
balance of ** Purchases Discount" account is $235.91. Debit each of these ac- 
counts for these amounts respectively, and when the journal entry is posted, 
these accounts will be closed. Debit ** Merchandise Inventory" $16,462.81 to 
set up the present inventory. 

Sales $14,847.05 

Purchases Discount 235.91 

Merchandise Inventory, Dec. 31 16,462.81 

Profit and Loss ' $31,045.77 

To close the first three accounts into the Profit and Loss account, and set up the present 
Merchandise Inventory. 

In posting this journal entry, instead of posting the $31,045.77 in one amount 
to the credit of Profit and Loss account, itemize this amount on the credit side^ 
Sales $14,347.05, Purchases Discount, $235.91, Merchandise Inventory, Dec. 
31, $16,462.81, as shown in Illustration No. 27. The purpose is to have the 
Trading Section or first part of the Profit and Loss account conform to the first 
part or Trading Section of the Profit and Loss Statement. 

35e. To close the Trading Accounts that have a debit balance, credit each 
account for a suflficient amount to make both sides equal. The debit balance 
of Purchases account is $14,875.20. The debit balance of Sales Discount is 
$86.51. The debit balance of Freight In is $521.65. Credit each of these ac- 
counts for these respective amounts. Credit '* Merchandise Inventory" 
$8,972.50 to close the old inventory. Debit Profit and Loss for the total of 
these amounts. 

Profit and Loss $24,455.86 

Purchases $14,875.20 

Sales Discount 86.51 

Freight In 521.65 

Merchandise Inventory, Dec. 1 8,972.50 

To close these accounts into Profit and Loss account, thus closing out the old Mer- 
chandise Inventory at the beginning of the period. 

Instead of posting the $24,455.86 in one amount to the debit of Profit and 
Loss account, itemize it on the debit side: Purchases $14,875.20, Sales Dis- 
count $86.51, Freight In $521.65, Merchandise Inventory Dec. 1, $8,972.50. 
The purpose is to have the Trading Section of the Profit and Loss account (I1-, 
lustration No. 27) show the items as they appear in the Trading Section of the 
Profit and Loss Statement. Observe that when the two foregoing entries are 
posted, the Trading Section of the Profit and Loss account is completed and 
shows the same results as the Trading Section of the Profit and Loss State- 
ment, Illustration No. 24, or the separate Trading Statement, Illustration 
No. 30. 

35f. Close this ** Trading Section" of the Profit and Loss account by en- 
tering in red ink on the debit side ** Gross Profit, $6,589.91,'' and rule and foot 
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the Trading Section, then transfer this amount to the credit side below the 
ruled lines to the Profit and Loss Section as shown in Illustration No. 27. 

35g. To close the Profit and Loss accounts into the Profit and Loss 
account, debit Profit and Loss and credit each account for the amount re- 
quired to balance and close it. If some of these accounts had debit balances 
and some credit balances, two journal entries would be used. 

Profit and Loss $3,494.77 

Administrative Expense $ 1,261.88 

Selling Expense 1,341.15 

Delivery Expense 488.40 

Interest and Discount 23.85 

Real Estate Expense and Income 166.25 

Loss on Doubtful Accounts 213.24 

To close the Profit and Loss accounts into the Profit and Loss account. 

Instead of posting the $3,494.77 in one amount to the debit of Profit and Loss 
account, itemize it on the debit side. Administrative Expense $1,261.88, Sell- 
ing Expense $1,341.15, Delivery Expense $488.40, and so on. See Illustration 
No. 27. The purpose is to have the Profit and Loss Section (the second part) 
of the Profit and Loss account show the items as they appear in the Profit and 
Loss Statement, Illustration No. 24. 

36. W. J. Goodnow instructs you to close his Personal account into his 
Capital account, and to credit his Capital account with the net profit or sur- 
plus as shown by the Profit and Loss Statement. This requires a journal entry. 

W. J. Goodnow, Capital $ 154.15 

Profit and Loss 3,095.14 

W. J. Goodnow, Personal $ 154.15 

W. J. Goodnow, Capital 3,095.14 

To close the Personal account into the Capital account, and to credit W. J. Goodnow 
for the net profit for the period. 

When this entry is posted, the Profit and Loss account will be closed, the 
W. J. Goodnow, Personal account will be closed, and the net profit for the 
period will be credited to W. J. Goodnow, Capital. 

37. Close W. J. Goodnow, Capital, in red ink and bring the ** Present 
Capital'* down below the double ruled lines on the credit as shown in the 
illustration of this account. Close Cash account in red ink and bring the 
balance of cash down below the double ruled lines on the debit side. Date 
these entries below the double ruled lines **Jan. 1," as the accounts stand 
ready to receive the new business for January. 

38. The books are now closed, that is, the ** Nominal' ' accounts are closed, 
but the real, personal and Capital accounts are left open. All the accounts 
stand ready to receive the new business for the next period. The student 
will take a ** Proof Trial J^alance'* to prove the closing, and compare this 
balance with the Balance Sheet. 

39. When the foregoing closing journal entries are posted and the instruc- 
tions in paragraph 37 are carried out, W. J. Goodnow, Capital and Cash ac- 
counts will appear as shown in the illustration of these accounts. The fol- 
lowing illustrations show how the Merchandise Inventory, Purchases and 
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Profit and Loss accounts should appear after the closing journal entries are 
posted and the accounts are properly ruled and footed. All the other 
Nominal Accounts are closed, ruled and footed the same as these accounts. 
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ILLUSTRATION ^•XD. 260. ACCOUNTS CLOSED 
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ILLUSTRATION NO. 27. PROFIT AND LOSS ACCOUNT. SHOWING THE TRADING SECTION 

AND THE PROFIT AND LOSS SECTION. THE FIRST PART IS THE TRADING 

SECTION AND THE LAST PART IS THE PROFIT AND LOSS SECTION 

40. Close Accrued Assets, Accrued Liabilities and Deferred Charges to Op- 
eration accounts. The next step after ** Closing the Ledger" is to transfer the 
items posted under these accounts back to the operating accounts that are af- 
fected. This requires a journal entry for each account, which is just the op- 
posite of the adjustment journal entries under Paragraph 28. As these items 
belong in the next period, date these journal entries January 1. 

January 1, 192 



To oloso Aoomod Assets 
aoootmt and transfer 
this itsm. 


56 


84 


56 


24 


• 1- 

To oloso Aoomed Liabil- 
ities and transfer these 
items to the acoounts af- 
fected 


326 


74 


12 
86 
137 
27 
62 


59 

B5 
90 
50 
^0 


-1- 










To olose Deferred 
Charges to Operation 
and transfer these 
Items. 


37 
72 


(0 
>0 


110 


X) 



Interest and Disooont 
Aoomed Assets 



aoomed Liabilities 

Interest and Disootmt 
AdministratiTO Expense 
Selling Expense 
^liTery Expense 
Real Estate Expense 
and Inoome 



AdministratiTO Expense 
selling Expense 

Deferred Charges to 
Operation 

ILLUSTRATION NO. 28. JOURNAL ENTRIES TO TRANSFER ACCRUALS AND DEFERRED 
ITEMS TO THE OPERATING ACCOUNTS AFFECTED 

Record the above journal entries in the Journal and post them. Instead 
of posting $326.74 in one amount to the debit of Accrued Liabilities, itemize 
it on the debit, writing the names of the items in the explanation column. In- 
terest and Discount, $12.59, Administrative Expense, $86.25, and so on. Do 
the same with Deferred Charges to Operation. Rule and foot these three ac- 
counts that are closed. 
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41. Take a proof Trial Balance : If the foregoing instructions have been prop- 
erly carried out, the Proof Trial Balance should appear as follows : 

W. J. Goodnow, Capital $18,940.99 

Cash $ 3,061.50 

Notes Receivable 2,562.50 

Accounts Receivable 5,330.90 

Notes Payable 7,097.50 

Accounts Payable 7,011.15 

Insurance 247.50 

Office Equipment 550.75 

Delivery Equipment 850.00 

Real Estate, House and Lot 4,750.00 

Merchandise Inventory 16,462.81 

Administrative Expense 48.75 

Selling Expense 65.40 

Delivery Expense 27.50 

Interest and Discount 23.65 

Real Estate Expense and Income 62.50 

Reserve for Dep. on Office Equipment . . 55.08 

Reserve for Dep. on Delivery Equipment 127.50 

Reserve for Dep. on House 190.00 

Reserve for Doubtful Accounts 2 13.24 

$33,839.61 $33,839.61 

ILLUSTRATION NO. 29 

Prepare this Proof Trial Balance from the Ledger accounts as they now 
stand in the Ledger, on journal paper. Submit all work for approval. 

42. Procedure in closing a Set of Books: The steps to be taken in closing 
the books are as follows : 

1. Take a Trial Balance. 

2. Collect the supplementary facts, such as: merchandise inventory, aocroals, and 

deferred charges to operation. 

3. Ascertain the depreciation on all depreciable assets, and the reserve to be set 

aside for douotful accounts. 

4. Record the above (except merchandise Inventory at the end of the period) in the 

books by journal entries. 

5. Prepare a Final Trial Balance before closing. 

6. Prepare a Balance Sheet and a Profit and Loss Statement^ from the Final Trial 

Balance. 

7. Close the " Nominal' ' accounts into Profit and Loss accounts. 

8. Close the Proprietor's or Partner's Personal account into the Capital account (or 

accounts), if required to do so. 

9. Close Profit and Loss account into the Proprietor's (or Partners) Capital account. 

10. Rule and foot all accounts closed, and bring the Proprietor's (or partner's) Present 

Capital down below the ruling on the credit side. 

11. Take a proof Trial Balance, which proves with the Balance Sheet. 

Some accountants let this last proof Trial Balance be the Balance Sheet, 
but it appears that the student is proceeding with more certainty if the Balance 
Sheet is prepared first and the Profit and Loss Statement proved with it, before 
beginning the process of closing. (See another method of closing, Problem 8, 
Paragraph 63.) 
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PBOBI.EM 3. TBADING 8TATE1CENT 

43. A Trading and Profit and Loss Statement are usally combined in one 
statement as shown in Illustration 24. If desired a Trading Statement may be 
prepared separately. The following statement is prepared from the same 
Trading Accounts as in the Final Trial Balance, Illustration No. 21. 

Trading Statement, W. J. Goodnow, Deoeober 31. 19 



Sales 

Less Returns and Allowanoes 
** Sales Dlsooiuit 

Bet Sales 

cost of Sales: 

Merchandise, Invt. Beo. I 
Pnrobases 

Less Returns and Allowanoes $478.60 
" Purchases Discount 235.91 



«379.10 
66.61 



116553.60 
714 51 



Add Freight In 

Bet cost of Merchandise 

Induct Mdse. InTt. Dec. 31 
Cost of Goods sold 

Gross Profit in Trading 
(46.215e of Sales) 



ILLUSTRATION 'SO. 80. TRADING STATEMENT 




Note: ,By comparison, the student will observe that the Trading Statement is sim- 
ilar to the first part of the Profit and Loss Statement (combined Profit and Loss State- 
ment) in Illustration No. 24. 

Problem 4. From the following data, taken from the Ledger of Morton 
Bros, on December 31, 192 — , at the end of a three month fiscal period, pre- 
pare a Trading Statement similar to the foregoing. Total Sales, $15,002.60. 
Returns from Sales and Allowances to customers, $360.95. Sales Discount, 
$69.35. Merchandise Inventory, Oct. 1, $4,647.50. Purchases, $14,086.09. Re- 
turns from Purchases and Allowances, $379.24. Purchases Discount, $89.76. 
Freight In, $513.96. The Merchandise Inventory December 31 is $8,954.75. 
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W. J. EMERSON, SOLE PBOPBIETOB 

44. The books to be used are Journal, Ledger, Notes Receivable and Notes 
Payable Book. The work is designed for the business papers to be used, which 
are received from the Incoming Papers Tab. The Check Book, Bank Pass 
Book and the stationery for the outgoing papers are used also. The results 
will be the same whether the business papers are used or not. The entries to 
be recorded would be exactly the same in either case. 

45. Preliminary: Write your name on* the outside cover of the books to 
be used. Page the Journal and Ledger, beginning with page 1. If the busi- 
ness papers are to be used, turn to ** Incoming Papers Tab*' and receive the 
papers for Transaction No. 1, prepare the opening entry in the Journal. The 
references la, 2a, 3a, in the following work refer to similar transactions in the 
preceding set. For the forms of Outgoing Business Papers, the keeping of the 
Bank Account, and other information useful in the work of this set, refer to 
Paragraphs 63A to 63M, Pages 77 to 85. 

BUSINESS TBANSACTIONS. 

No. 1. Jan. 1. W. J. Emerson began business on January 1, 192 — , with 
an investment represented by the following assets and liabilities: 
Cash, $9,500; Merchandise Inventory, $4,647.50; and a 10 day 
note for $975 at 6%, dated Jan. 1, against R. H. Payton. 

He owes a 15 day note for $675 at 6% interest dated Jan. 1, in 
favor of N. M. Brown & Co. and owes See-Moon & Co., Chicago, HI., 
$647.50 on account. 

Each asset is a debit and each liability is a credit. Credit W. J. Emerson, 
Capital, for the difference between the assets and liabilities. (See la.) Enter 
the Notes in the Notes Receivable and Notes Payable Book. 

No. 2. Jan. 2. Bought for cash of the Acme Office Supply Co., 4 Desks @ 
$45; 12 Chairs @ $8.50; 1 Filing Case, $65; 4 Underwood Type- 
writers @ $100; 1 Mimeograph, $65. (See 2a.) 

No. 3. Jan. 2. Bought for cash of Brown Stationery Co., Blank Books, 
$37.50; Office Stationery, $79.75. (See 4a.) 

No. 4. Jan. 2. Bought for cash of the Empire Fixture Co., 9 Show Cases @ 
$75 ; 12 Tables @ $8.45 ; 12 Chairs @ $7.25. (Debit Store Fixtures 
account. Itemize when posting to the Ledger. See 2a.) 

No. 5. Jan. 2. Bought for cash of Dorris Motor Co., 1 Two-ton Truck, $850 ; 
2 One-ton Trucks @ $350. (See 3a.) 

No. 6. * Jan. 3. Received cash for sundry cash sales, $485.70. (See 8a.) 

No. 7. Jan. 3. Paid Rush Printing Co. for printing advertising circulars, 
$127.50; Form Sales Letters, $28.75. (See 10a.) 

No. 8. Jan. 3. Sold to D. M. Noe & Co., Columbus, 0., 2/15, n/30, 35 brls. 
P. B. Flour @ $8.75 ; 50 bx. D. Peaches @ $4.25. Sold to Davis Bros., 
309 Park Ave., City, 2/15, n/30, 25 cs. M & J Coffee @ $8.75 ; 20 brls. 
G. Flour @ $9.25. (Enter separately. See 7a.) 

45 
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No. 9. Jan. 4. Purchased of R. K. Miller & Co., Cleveland, 0., merchandise 
as per Invoice No. 1, 3/15, n/60, $750.25. Purchased of See-Moon & 
Co., Chicago, 111., merchandise as per Invoice No. 2, 3/15, n/60, 
$939.85. (See 6a.) 

No. 10. Jan. 5. Received a check for $395.67 from Davis Bros., which pays 
their bill of January 3, allowing 2% discount. (29a.) Received a 
15 day acceptance for $508.37 from D. M. Noe & Co., dated Jan- 
uary 3, and allowed 2% discount on bill of $518.75 of January 3. 
(See 14a.) (Enter acceptance in Notes Receivable Book.) 

No. 11. Jan. 5. Received cash for sundry cash sales $514.25. (8a.) 

No. 12. Jan. 5. Sold to Dwight Bros., Toledo, 0., 2/15, n/30, 125 cs. R. Sweet 
corn @ $3.83 ; 45 brls. G'. Flour @ $8.75. Sold to D. M. Noe & Co., 
2/15, n/30, 85 cs. Ideal Tomatoes @ $3.25 ; 75 bx. Evaporated Apples 
@$4.35. (7a.) 

No. 13. Jan. 5. Purchased of Atlas Trading Co., Detroit, Mich., merchan- 
dise as per Invoice No. 3, 3/15, n/60, $747.50. Purchased of Logan, 
Bryan & Co., Chicago, 111., merchandise as per Invoice No. 4, 3/15; 
n/60, $635.40. (6a.) 

No. 14. Jan. 6. Sold Davis Bros., 2/15, n/30, 75 bx. Silver Prunes @ $4.95, 
40 brls. H. Apples @ $5.15. Sold to Smith & Jones, Utica, N. Y., 2/15, 
n/30, 45 brls. Early Potatoes @ $10.50 ; 40 cs. Cantaloupe @ $5.25. 
(7a.) 

No. 15. Jan. 6. Received cash for sundry cash sales $498.60. (8a.) 

No. 16. Jan. 6. Paid oflfice help for the week $180. Paid payroll of sales 
force for the week $219.60. Paid drivers of delivery trucks for the 
week $45. (17a.) Total payroll check, $444.60. 

No. 17. Jan. 6. Post the books to date, and ascertain the cash balance. Give 
Cash account a full page. Give Purchases, Purchases Discount, Sales, 
Sales Discount, Administrative Expense, Selling Expense and Deliv- 
ery Expense one-half page each. Give other accounts one-fourth of 
a page. (See 19a and 42a.) 

No. 18. Jan. 8. Gave R. K. Miller & Co. a 15 day trade acceptance for 
$727.74, dated January 4, on account, and received 3% discount on 
Invoice No. 1. (13a.) Enter all notes and acceptances in the Notes 
Receivable and Notes Payable Book. 

No. 19. Jan. 8. Paid W. H. Whitaker $150 for rent of store building for 
the month of January. (See 15a.) 

No. 20. Jan. 8. Paid Sinclair Oil Co. $38.75 for Oil and Gasoline for delivery 
trucks. (5a.) 

No. 21. Jan. 8. Allowed Davis Bros. $31.85 for damaged goods on bill of 
January 6. Smith & Jones returned 10 cs. Cantaloupes @ $5.25 from 
bill of January 6. Enter separately. (See 12a.) 

No. 22. Jan. 8. Received an allowance of $41.35 from the Atlas Trading Co. 
for shortage on Invoice No. 3, of January 5. Returned goods of the 
value of $39.85, to Logan, Bryan & Co., from Invoice No. 4, for credit. 
(See 11a.) 
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No. 23. Jan. 9. W. J. Emerson took from the store for private use, 2 brls. 
6. Flour @ $7.50 ; 10 bu. W. Potatoes @ $3.75. (9a.) 

No. 24. Jan. 9. Paid B. & 0. R. R. Co. $219.86 for freight on goods pur- 
chased. (See 22a.) 

No. 25. Jan. 9. Received cash for sundry cash sales $421.50. (8a.) 

No. 26. Jan. 10. Received a check for $976.63 from R. II. Payton to pay his 
note and interest, due today. 

Debit cash $976.63. Credit Notes Beceivable $975 (face value) because the 
note is given out. Credit Interest and Discount for the interest, $1.63. 

No. 27. Jan. 10. Borrowed $5,000 of the Central National Bank and gave 
a 15 day note at 6%. (See 23a.) 

No. 28. Jan. 10. Paid See-Moon & Co. $647.50 on account. No discount. 

No. 29. Jan. 11. Paid J. B. Owen $42.85 for repairing office furniture. 
(Debit Office Equipment Expense.) 

No. 30. Jan. 11. Bought House and Lot, 508 Cherry St., from McGuire & 
Orr for $7,500 subject to a mortgage of $4,500, 3 years from January 
1 at 6% interest. Interest accrued to date is $7.50, which they agree 
to pay. Gave check for the equity less the accrued interest. 

Debit Real Estate, House and Lot, $7,500. Credit Mortgage Payable $4,500, 
because we assume it. Credit Cash $2,992.50. Credit Interest and Discount 
$7.50. 

No. 31. Jan. 11. Received cash for sundry cash sales $612.80. (8a.) 

No. 32. Jan. 11. Sold 1 Mimeograph from Office Equipment to Jones Bros, 
for $40. Original cost was $65. Loss $25. Received a check for 
the $40. 

Debit Cash $40. Debit Administrative Expense $25. Credit Office Equip- 
ment $65, the original cost. When property that was charged to a fixed asset 
account is sold or exchanged at a loss or entirely lost or destroyed, the loss 
is usually charged to "Reserve for Depreciation,** and the original cost is 
credited to the fixed asset account. If this ''Reserve*' account is not set up 
in the- books, then debit the operating account affected. In this case it is 
Administrative Expense. 

No. 33. Jan. 11. Sold to Spencer Bros. 1 Two-ton Truck for $850, the 
original cost, and bought a Ford One-ton Truck of them for $350. 
Received the difference, $500, in cash. 

Debit Cash $500. Debit Delivery Equipment $350, for the Truck bought. 
Credit Delivery Equipment $850 for the Truck sold. 

Jan. 11. Sold to A. R. Parsons 1 Show Case for $60 cashv Original 
cost was $75. Loss $15. (See No. 32.) Received check for $60. 

Jan. 12. Paid Watts Decorating Co. $32.50 for decorating and 
repairs on House, 508 Cherry St. (Debit Real Estate Expense and 
Income.) 

Jan. 12. W. J. Emerson drew $150 for private use. (9a.) 

Jan. 13. Paid office help for the week $180. Paid the payroll of 
sales force for the week $219.60. Paid drivers of delivery trucks 
$45. (See No. 16.) 



No. 


34. 


No. 


35 


No. 


36, 


No. 


37, 
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No. 38. Jan. 13. Paid Markham Insurance Co. $180 for policy on stock of 
goods, to cover from January 1, for one year, and $60 for policy on 
House and Lot, 508 Cherry St., to cover from January 15 for one 
year. (18a.) 

No. 39. Jan. 13. Purchased of Seaman Grocer Co., St. Louis, Mo., mer- 
chandise as per Invoice No. 5, 3/15, n/60, $1,847.50. Purchased of 
R. K. Miller & Co. merchandise as per Invoice No. 6, 3/15, n/60, 
$1,685.74. (6a.) 

Post the books to date and ascertain the cash balance. (See 
19a and 42a and observe these suggestions.) 

No. 40. Jan. 15. Received a check for $11.25 from Rush Printing Co. as 
a refund on printing advertising matter, bill of January 3. (35a.) 

No. 41. Jan. 15. Paid Brown Stationery Co. $123.45 for ofBce stationery. 
(4a.) 

No. 42. Jan. 15. Allowed D. M. Noe & Co. $49.85 for damaged goods on 
bill of January 5. (12a.) Dwight Bros, returned to us 15 cs. R. 
Sweet Com @ $3.75 from bill of January 5, for credit. (12a.) 

No. 43. Jan. 16. Received $534.49 from Davis Bros, which pays their bal- 
ance of $545.40 on bill of January 6, allowing 2% discount. Received 
.617.40 from Smith & Jones to pay balance of $630 on bill of January 
6, allowing 2% discbunt. (29a.) 

No. 44. Jan. 16. Gave N. M. Brown & Co. a check for $676.69 to pay our 
15 day note of $675 and interest at 6%, due today. (Mark paid in 
Notes Payable Book.) (See No. 26.) 

No. 45. Jan. 16. W. J. Emerson gave his personal check for $2,000 as an 

additional investment. (33a.) 
No. 46. Jan. 17. Received $75 from A. L. Hawkins for one month's rent 

on House and lot, 508 Cherry St., from January 15 to February 15. 

(Credit Real Estate Expense and Income.) 

No. 47. Jan. 17. Sold to D. M. Noe & Co., 2/15, n/30, 150 doz. O'Meal 
Crackers @ $4.75; 245 bx. D. Peaches @ $4.25. Sold to Smith & 
Jones 2/15, n/30, 75 brls. Early Potatoes @ $4.75; 60 brls. G. Flour 
@ $8.75. Sold to W. H. Mason & Sons, 2/15, n/30, 75 cs. Butter 
Prints, 2750 lbs. @ 43c ; 100 cs. Condor Coffee @ $7.50. 

No. 48. Jan. 18. W. J. Emerson returned $27.50 of the money drawn for 

private use on January 12. 
No. 49. Jan. 18. Paid Auto Repair Co. $87.50 for repairs on delivery truck. 

Received $13.75 from Brown Stationery Co. as a refund on their 

bill of January 15, on account of error. (35a.) 
No. 50. Jan. 19. Purchased of R. K. Miller & Co. merchandise as per 

Invoice No. 7, 3/15, n/60, $1,538.70. Purchased of See-Moon & Co. 

merchandise as per Invoice No. 8, 3/15, n/60, $1,973.20. Purchased 

of Atlas Trading Co. merchandise as per Invoice No. 9, 3/15, n/60, 

$1,496.85. 
No. 51. Jan. 19. Paid C. M. & St. Paul R. R. Co. $312.85 for freight on goods 

purchased. (22a.) 
No. 52. Jan. 19. Received allowance of $35.74 from R. K. Miller & Co. for 

damaged goods on Invoice No. 6. Received allowance of $47.50 from 

Seaman Grocer Co. for shortage on Invoice No. 5 of January 13. 

(11a.) 
No. 53. Jan. 19. Allowed W. H. Mason & Sons $32.50 for damaged goods 

on bill of January 17. Received $541.60 from D. M. Noe & Co. to 
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pay their balance of $552.65 on bill of Jan. 5, allowing 2% dis- 
count. (12a.) 

No. "SI Jan. 19. Received a 30 day note of $1,750 at 6% from D. M. Noe 
& Co. on account." Received a 30 day note of $1,900 at 6% from W. 
H. Mason & Sons, on account. (Enter in Notes Receivable Book. 
See 24a.) 

No. 55. Jan. 19. Gave R. K. Miller & Co. a 30 day note for $1,650 at 6% on 
account. Gave Seaman Grocer Co. a 30 day note for $1,800 at 6%, 
on account. (Enter in Notes Payable Book. See 24a.) 

No. 56. Jan. 20. Received $799.92 from Dwight Bros, to pay their bal- 
ance of $816.25 on bill of Jan. 5, allowing 2% discount. (29a.) 

No. 57. Jan. 20. Paid See-Moon & Co. $911.65 which pays Invoice of Jan. 
4 in full, deducting 3% discount. Paid Atlas Trading Co. $684.97, 
which pays balance of Invoice of Jan. 5, $706.15, deducting 3% dis- 
count. Paid Logan, Bryan & Co. $577.68, which pays balance of 
Invoice of Jan. 5, $595.55, deducting 3% discount. (28a.) 

No. 58. Jan. 20. Paid office help for the week $180. Paid the payroll of 
sales force $219.60. Paid drivers of delivery trucks $45. 

No. 59. Jan. 20. Received check for $508.37 from D.;M. Noe & Co. to pay 
their 15 day acceptance due today. (Mark paid in Notes Receivable 
Book. See 31a.) 

No. 60. Post the books to date, and ascertain the cash balance. (See 19a 

and 42a.) 
No. 61. Jan. 22. 'Received $18.75 from C. M. & S. Paul R. R. Co., rebate 

for overweight on freight bills of Jan. 19. (Credit Freight In.) 

Received $8.75 refund from Auto Repair Co. on bill of Jan. 18. 

(Credit Delivery Expense.) See 35a and 37a. 

No. 62. Jan. 22. W. J. Emerson withdrew $1,000 from his investment in 
the business. (See paragraph 8.) 

No. 63. Jan. 23. Paid J. H. Andrews $54.35 for resetting Store Fixtures. 
(Debit Store Fixtures Expense.) 

No. 64. Jan. 23. Purchased of Logan, Bryan & Co., merchandise as per 
Invoice No. 10, 3/15, n/60, $1,272.35. Purchased of Seaman Grocer 
Co., merchandise as per Invoice No. 11, 3/15, n/60, $1,198.75. 

No. 65. Jan. 23. Paid R. K. Miller & Co. $727.74, for our 15 day acceptance, 
due today. (31a.) 

No. 66. Jan. 24. Sold to D. M. Noe & Co., 2/15, n/30, 100 cs. Glucose Syrup 
@ 4.15 ; 125 bx. Silver Prunes @ $4.25. Sold to Davis Bros., 2/15, 
n/30, 150 cs. Ideal Tomatoes @ $3.75 ; 100 brls. Sweet Potatoes @ 
$5.25. Sold to Dwight Bros., 2/15, n/30, 100 brls. H. Apples @ 
$5.75 ; 50 brls. G. Flour @ $7.35. Sold to W. H. Mason & Sons, 2/15, 
n/30, 100 cs. 12 lb. Chocolate @ $5.60; 75 cs. M. & J. Coffee @ $8.75. 

No. 67. Jan. 25. Paid our 15 day note of $5,000 at Central National Bank 
by giving a new note for $3,500 for 30 days at 6%, and a check for 
$1,517.50, which includes the interest on the new note. (47a.) 

Note: The usual procedure at the bank is that you would give the bank 
a check for $5,000 for the old note and the bank cancels the old note and 
returns it to you. You give the bank the new note of $3,500 and the bank 
enters $3,482.50 ($3,500 less $17.50 interest collected in advance) in your pass 
book. In this case, however, you have included the $17.50 in your check, and 
the bank enters $3,500 in your pass book. 
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No. 68. Jan. 26. Sold House and Lot, 50a Cherry St., to A. L. Hawkins, the 
present occupant, for $8,000. Received his check for $3,500, and he 
assumes the mortgage of $4,500 with interest from its date. We are 
to retain all rents collected prior to this date. 

Debit cash $3,500. Debit Mortgage Payable, $4,500, because we are relieved 
of the obligation. Credit Beal Estate, House and Lot, $8,000. We would 
simply make him a deed to the property subject to the mortgage or deed of 
trust of $4,500. He would record his deed at the Recorder's office. As this 
property is sold, it is no longer an asset, but will appear in the Profit and 
Loss Statement as ''Other Income.'' 

No. 69. Jan. 27. Canceled the insurance policy on the house, 508 Cherry 
St., and received $35 for the returned part of the premium. 

Debit Cash $35. Debit Real Estate Expense and Income $25 for the losa^ 
on the insurance ($60 less $35). Credit Insurance $60, for the canceled policy. 

No, 70. Jan. 27. Paid office help for the week $180. Paid payroll of sales 
force for the weefc $219.60. Paid drivers of delivery trucks for the 
week $45. 

No. 71. Jan. 28. D. M. Noe & Co. returned to us 12 brls. Silver Prunes @ 
$4.25, from bill of Jan. 24, for credit. Gave Davis Bros, a credit 
memorandum for $48.25 for damaged goods on bill of Jan. 24. Gave 
W. H. Mason & Sons a credit memorandum for $38.75 for shortage 
on biU of Jan. 24. (See 12a.) 

No. 72. Jan. 29. Received a credit memorandum for $127.35 from See- 
Moon & Co. for damaged goods on Invoice No. 8, Jan. 19. Returned 
goods of the value of $87.45 to R. K. Miller & Co. from Invoice No. 
7; Jan. 19, for credit. (11a.) 

No. 73. Jan. 30. Paid W. P. Dunn Printing Co. $187.50 for printing adver- 
tising matter. (10a.) 

No. 74. Post the books to date, and prepare a Trial Balance. (See 57a.) 
Having the Trial Balance, the student is required to prepare and 
post journal entries to provide for the following inventories. (See 
paragraphs 27 and 28.) 

Merchandise Inventory, Jan. 31 $8,954.75 

Insurance Expired 15.00 

Accrued Liabilities : 

Interest Accrued on Notes Receivable 7.30 

Interest paid in advance on loan 14.00 

Accrued Liabilities: 

Unpaid office help half of week 90.00 

Unpaid payroll of sales force, half -week 109.80 

Unpaid delivery drivers, half- week 22.50 

Interest Accrued on Notes Payable 6.90 

Deferred Charges to Operation: 

Office stationery on hand 72.50 

Advertising matter on hand 126.40 

Depreciation : 

10% on Office Equipment 74.70 

10% on Store Fixtures 78.84 

10% on Delivery Equipment 105.00 

Reserve for Doubtful Accounts : 

5% of debit balance of Accounts Receivable 246.98 
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No. 75. After posting the journal entries to record the above, prepare a 
Final Trial Balance before closing the books, from which prepare a 
Balance Sheet, and a Profit and Loss Statement. (See paragraphs 
28 to 34, and illustrations.) 

Close the books, following instructions in paragraphs 35 to 41, 
closing W. J. Emerson, Personal, Cash account, and W. J. Emerson 
Capital, in the same manner as there explained for W. J. Goodnow. 

All the nominal accounts are closed, and the Ledger accounts 
are ready to receive the business for the next period, that of W. J. 
Emerson & Co., a partnership, which will be a continuation of this 
business, using these same accounts, after the student has learned 
to keep other books of original entry : Cash Book, Sales Book, and 
the Purchases Book, illustrated in the following set, which will be 
written up on journal and ledger paper. 



PBOBLEM 5. DETAILED STATEBCENTS AND SCHEDULES 

Prepare a detailed statement to reconcile the amount of the Administrative 
Expense and the amount of the Selling Expense in the business of W. J. 
Emerson. 

Prepare a schedule reconciling Accounts Receivable for the amount shown 
in the Balance Sheet of W. J. Emerson, giving the due date of the amounts 
that each customer owes. Prepare a schedule reconciling Accounts Payable, 
giving the due date of the amounts owing to creditors. See paragraphs 33 
and 34. 



PBOBLEM 6. WOBEIKG SHEET, BALANCE SHEET, PEOFIT AND LOSS STATEBCENT 

In a hardware, clothing, department store or a general store, and many 
other lines of business, it is not practical to take an inventory of merchandise 
each month, because it requires much time and labor, and retards business for 
the time. Such lines of business take an inventory at the end of six months 
or a year, usually at the end of a year. Then the year is their fiscal period, 
and their books are closed only once a year. In such cases, the bookkeeper 
should keep the books posted up to date, daily, and take a Trial Balance 
at the end of each month. The books cannot be closed until an inventory is 
taken, but the bookkeeper can submit a detailed statement of Administrative 
Expense and Selling Expense, and schedule the Accounts Receivable and 
Accounts Payable, giving the management a line on the expenses and on col- 
lections and on what is soon to be paid. 

In a business where the inventory can be taken each month, a Balance 
Sheet and Profit and Loss Statement, and any necessary detailed statements 
or analysis sheet of expenses and schedules of Accounts Receivable, Notes 
Receivable, Notes Payable, and Accounts Payable can be prepared each month, 
even though the books are not to be closed until the end of the fiscal period, 
and the Nominal Accounts all left open to run until the end of the period. 
These reports give the management up-to-date information of the condition 
and progress of the business. 

The following Working Sheet will expedite the preparing of these state- 
ments, whether the books are to be closed or not, because from this Working 
Sheet, the Balance Sheet and Profit and Loss Statement can be prepared and 
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submitted quickly, and if the books are to be closed this work can be done 
afterwards. 

The first two columns in the following Working Sheet are the Trial Bal- 
ance taken from the books of C. W. Perkins on December 31, 192 . The 
second two columns contain the adjustments necessary to record the inventories 
or supplementary facts in the books. The last two columns are the final Trial 
Balance from which the Balance Sheet and Profit and Loss Statement are 
prepared. The Profit and Loss Statement is shown here in this partial solu- 
tion in order to call the student's attention to ** Other Income" and ** Deduc- 
tions from Income,'* but the student is required to prepare the Balance Sheet 
and prove it with this Profit and Loss Statement, and to prepare the adjust- 
ment journal entries. 
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ILLUSTRATION NO. 31. WORKING SHEET 



Inventories: Merchandise Inventory, Dec. 31, $8,954.75, Insurance expired, 
$15. Accrued Assets: Interest accrued on Notes Receivable $7.30, Interest 
paid in advance for bank loan, $13.42. Accrued Liabilities: Unpaid oflSce 
help, $90, unpaid sales force, $114.80, unpaid delivery drivers, $22.50. Interest 
accrued on Notes Payable, $6.90. Deferred Charges to Operation: OflBce 
stationery on hand, $72.50, advertising matter on hand, $126.40. Depreciation : 
Office Equipment, $74.70, Store Fixtures, $78.84, Delivery Equipment, $105. 
Reserve for Doubtful Accounts (bad debts), $246.98. 

These items are incorporated in the Working Sheet, and the journal entries 
to record the above items in the books can be prepared from the working sheet 
or from the above items, as in chapter II. The fiscal period is one month, 
December 1 to December 31. 
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Adjustment Entries. 



Administrative Expense . . . $15.00 

Insurance 

Accrued Assets $20.72 

Interest and Discount . . . 
Administrative Expense . . . $90.00 

Selling Expense 114.80 

Delivery Expense 22.50 

Interest and Discount 6.90 

Accrued Liabilities 

Deferred Charges to Opera- 
tion $198.90 

Administrative Expense . . 
Selling Expense 



$15.00 
$20.72 



$234.20 



$72.50 
126.40 



Administrative Expense ...$153.54 

Selling Expense 105.00 

Bes. for Dep. on Office 

Equip $74.70 

Bes. for Dep. on Store 

Fixtures 78.84 

Bes. for Dep. on Delivery 

Equip 105.00 

Loss on Doubtful Accts $246.98 

Bes. for Doubtful Accts.. $246.98 



When these journal entries are posted to the Ledger accounts, the Ledger 
accounts will then appear as shown in the P^al Trial Balance of the Working 
Sheet. Prepare a Balance Sheet from the Final Trial Balance, and prove it 
with the following Profit and Loss Statement. 
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A Working Sheet may have two columns following the two columns for 
Adjustments, for Profit and Loss or Gains and Losses to which the gains and 
losses may be transferred so that these two columns would conform to the 
Profit and Loss account and the Profit and Loss Statement, and from which 
some accountants prepare the closing journal entries. The Working Sheet 
shown is more simple, if a Working Sheet is to be used. A Working Sheet of 
this kind will expedite the work in examinations. 

A Working Sheet is most useful in auditing, in which case ten columns are 
used : Trial Balance debit and credit, Adjustments debit and credit, Deprecia- 
tions and Inventories debit and credit. Losses and Gains debit and credit, and 
Balance Sheet or Assets, Liabilities and Capital debit and credit. As the books 
are audited, the necessary adjustments for omissions, transfers required, cor- 
rections, etc., are entered in the Working Sheet, and when the audit is com- 
pleted, journal entries are prepared to record these adjustments of whatever 
kind in the books. The principle and form is the same as the Working Sheet 
illustrated. It is not necessary to show this ten column Working Sheet here, 
as a method of procedure in auditing is not being taken up, yet this explana- 
tion will convey the idea to any one who understands the accounting that is 
shown in this work. 
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CHAPTER IV 

D. L. MORRISON & CO. A PARTNERSHIP 

niustrating the Books of Original Entry 

46. The purpose of this set is to illustrate the Cash Book, Purchases Book, 
and Sales Book, and to show the posting from these books to the Ledger 
accounts. The set is not completely worked out, but enough of the work is 
shown so that the student can complete it, by following instructions. Rule 
special columns where necessary, to conform to the forms shown here. The 
business papers are not used in this set. The accounting at the end, Balance 
Sheet, Profit and Loss Statement, adjustment entries for the inventories and 
the closing is left for the student. It is, therefore, necessary for the student 
to work out the set from the beginning. 

47. The books of original entry are Cash Book, Purchases Book, Sales 
Book and Journal, as used and shown here. Any book in which transactions 
are first recorded, as the intermediate step preparatory to posting, is a book 
of original entry. 

48. Cash Book: No Cash account is kept in the Ledger. The Cash Book 
is the Cash account. The Cash Book has two sides, just as the Cash account 
has two sides, but the Cash Book requires two pages opposite each other. The 
left-hand page is the '* debit side" and the right-hand page is the ** credit 
side." All cash received is entered on the left-hand page or ** debit side," 
and all cash paid out is entered on the right-hand page or ** credit side." 
Cash is debited when the entry is made on the left-hand page and the other 
account is credited. Cash is credited when the entry is made on the right- 
hand page and the other account is debited. 

49. Purchases Book: All purchases of merchandise on account are entered 
in the Purchases Book. Nothing but purchases of merchandise is entered 
in this book. When merchandise is purchased, ** Purchases" is debited and 
the name of the person or firm from whom purchased is credited. So the names 
of persons or firms in the Purchases Book are all creditors, and the amounts 
are posted to the credit of their accounts from this book. At the end of the 
month, the total of all purchases is posted in one amount to the debit of 
** Purchases" account. 

50. Sales Book: All sales of merchandise on account are entered in the 
Sales Book. The names of persons or firms in the Sales Book are customers. 
The amounts in this book are posted to the debit of these customers' accounts. 
At the end of the month, the total of all sales is posted in one amount to the 
credit of *' Sales" account. 

51. Journal: All transactions that do not belong in the Sales Book, Pur- 
chases Book, or Cash Book, are entered in the Journal. The Cash Book takes 
all cash transactions out of the Journal. The Purchases Book eliminates all 
purchases from the Journal. The Sales Book eliminates all sales of merchan- 
dise from the Journal. The student will soon observe that this shortens the 
Journal and saves much work in posting, as well as to give better information 
of the different departments of the business. 

55 
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52. Special Columns: If it is found that any item such as expense, dis- 
count, etc., occurs frequently, a special column in the Cash Book will save 
much work in posting, for then the total of the special column is posted in 
one amount, at the end of the month, instead of posting the item each time 
it occurs. See the special columns in the illustration of the Cash Book. 

When special columns are kept in the Cash Book, each item that goes in 
a special column is checked to show that it is not to be posted, and at the 
end of the month the total of each special column is posted to the account 
it represents. In posting the Cash Book, only the items ill the ** General" 
column are posted, and the totals of the special columns are posted at the 
end of the month. 

53. Using the Cash Book eliminates all cash transactions from the Journal. 
The purpose is to shorten the work and show a better record of cash. The 
principle of the journal entry is the same whether entered in the Journal or 
the Cash Book. The Cash Book entry shows the debit and credit the same 
as the journal entry but in a different form. Notice what the journal entry 
would be in every Cash Book entry, and it will be easy to understand the 
Cash Book. 

54. Usin^ the Purchases Book eliminates all purchases from the Journal, 
and shortens the work. View the whole Purchases Book as one journal entry 
with one debit (the total of all purchases), and the name of each person or 
firm as the credits, and it will be easy to understand this book. Viewed in 
this manner, it is really a Journal. 

55. Using the Sales Book eliminates all sales transactions from the Journal, 
and shortens the work. View the whole Sales Book as one journal entry with 
one credit (the total of all sales), and the name of each person or firm as the 
debits, and you will understand the theory of this book. Viewed in this man- 
ner, it is really a Sales Journal. 

56. View the debit page of the Cash Book as one journal entry with the 
total cash received as one debit, and the items in the General column and the. 
totals of the special columns (except Sales Discount) as the credits, and you 
will understand the theory of the left side of the Cash Book, as well as the 
theory of each entry. 

57. View the credit page of the Cash Book as one journal entry with the 
total of cash paid out as the one credit, and the items in the General column 
and the totals of the special columns as the debits, and you will understand 
the theory of the right-hand page of the Cash Book. This is the way to think 
of these books when posting them, and when making an entry in any of them. 
Whenever any Cash Book entry is not clear to you, make a journal entry of 
the transaction on scratch paper and post to T-Ledger accounts and see that 
the result of your Cash Book entry amounts to the same thing. See illustra- 
tion under 9b, May 5, following. 

58. Use one sheet of journal paper for the Purchases Book, ruling a col- 
umn for the ledger page (L.P.). Use one sheet of journal paper for .the 
Sales Book, one sheet for the Journal, and one sheet for the Cash Book, 
ruling one extra column, and a column for the ledger page, and head the col- 
umns to conform to the following Cash Book illustration. 

59. As the student is familiar with the Journal, only the opening entry and 
a few journal entries are shown in the illustration of this book. The student 
can easily prepare the remaining journal entries with the references and 
explanations given. The references la, 5a, 12a, etc., refer to a similar trans- 
action in Chapter II, and 2b, 5b, etc., refer to a similar transaction in this set. 
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ILLUSTRATION NO. 88. PURCHASES BOOK 

60. To Post the Purchase Book: Post each amount to the credit of the 
account (person or firm) written on the same line with it and write the terms, 
3/15, n/90, or whatever the terms may he, in the explanation column in the 
Ledger account, for convenience in watching the discounts and the due date 
of invoices. The total Purchases is posted at the end of each month only. At 
the end of the month, the total of all purchases is posted to the dehit side of 
Purchases account. 

61. To Post the Debit Side of the Cash Book: Post each item in the '' Gen- 
eral' ' column to the credit side of the account written on the same line with 
it. In the case of a payment received from a customer where a discount is 
allowed, post the item in the General column to the debit side of the customer's 
account and on the next line on the same date post the discount, as in the 
fourth entry of the illustration. Trace this in the illustration of the Ledger 
account of A. R. Parsons & Co. The items in the *' Sales" column are checked 
to show they are not to be posted. The total of this *' Sales" column is posted 
to the credit of ** Sales" account at the end of the month. One posting instead 
of many. The items in the special column should be checked at the time 
the entry is made. 

62. To Post the Credit Side of the Cash Book: Post each item in the 
** General'/ column to the debit side of the account written on the same line 
with it. The items in the special columns are checked, and are not posted. 
At the end of the month the total of Administrative Expense column is posted 
to the deT)it of Administrative Expense account, and the total of Selling 
Expense column is posted to the debit of Selling Expense account in the 
Ledger. The purpose of special columns is to save posting. 
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ILLUSTRATION NO. 34. DEBIT SIDK OF CASH BOOK 
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ILLUSTRATION NO. 35. CREDIT SIDE OF CASH BOOK 
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ILLUSTRATION NO. 8«. SALES BOOK 



63. To Post the Sales Book: Post the total amount of each sale in the 
second money column to the debit of the customer's account, and write the 
terms, 2/10, n/30, or 2/15, n/60, in the explanation column of the Ledger 
account for convenience in watching the discounts and the due date of bills. 
The total of sales is not posted until the end of the month. At the end of the 
month, the total of all sales is posted to the credit of '^Sales'' account. 
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ILLUSTRATION NO. 87. JOURNAL 



Note : The first two journal entries above are the Opening Entry. Only a 
few other journal entries are shown, because the student is already familiar with 
the Journal and can easily prepare the journal entries for this set. All trans- 
actions that do not belong in the Cash Book, Purchase Book or Sales Book are 
entered in the Journal. 
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BUSINESS TRANSACTIONS 

lb. May 1. D. L. Morrison and H. L. Brown have formed a partnership 
according to articles of copartnership signed and executed this day. The 
partners are to share profits and bear losses equally, and each is to draw 
a salary of $150 a month. 

D. L. Morrison invests Cash $2,000, Merchandise Inventory $7,875.50, 
OflBce Equipment $850, Delivery Equipment $1,250. He owes a 15 day 
note for $1,775.50 at 6%, dated May 1, 192—, in favor of L. D. BLey, which 
the business assumes. 

H. L. Brown invests Cash $7,500 and a 10-day note of $2,500 at 6%, 
dated May 1, 192 , against W. B. Owen, which he guarantees. 

Each asset is a debit and each liability is a credit in the opening entry in the Journal. 
Two Journal entries are required to show each partner's investment. Check the cash 
items in the Journal to show they are not to be posted. Enter cash on the debit side of the 
Cash Book, D. L. Morrison $2,000, H. L. Brown $7,500, investment, and check these items 
to show thej are not to be posted. Entering cash on the debit side of the Cash Book, Debits 
Cash, just as if it were posted to the debit of a Cash account in the Ledger. See Partner- 
ship Accounting page 104. 

2b. May 2. Bought of Empire Fixture Co., 8 Show Cases @ $87.50; 20 Stool 
Chairs @ $12.50; 15 Tables @ $17.50. (Debit Store Fixtures on the 
credit side of the Cash Book.) 

3b May 2. Gave Central Stationery Co. a check for $187.50 for blank books 
and oflSce stationery. 

Debit Administrative Expense on the credit side of the Cash Book. Place the amount 
in the Administrative Expense column and check the item in the L.F. column, to show 
it is not to be posted. 

4b. May 2. Purchased of J. M. Sellers & Co., Boston, Mass., merchandise 
as per Invoice No. 1, 3/15, n/60, $1,215.45. 

Enter in Purchases Book. It is not necessary to itemize the entry in the Purchases 
Book, because the invoice is filed for ready reference. Always get the address of a 
person or firm in the first entry of a transaction with that person or firm so the address 
will appear in the Ledger account. Enter the terms in the explanation column. 

5b. May 2. Received cash for sundry cash sales, $387.50. 

Credit "Sales" on the debit side of the Cash Book. Use scratch paper and make 
a journal entry of this transaction and study how this Caph Book entry debits Cash 
and credits Sales. 

6b. May 3. Sold to A. R. Parsons & Co., Utica, N. T., 2/15, n/30, 25 brls. Q. 
Flour @ $8.75; 55 cs. R. Sweet Com @ $5.25. Sold to Dalton Bros., 
Milwaukee, Wis.. 2/15, n/30, 55 brls. Early Potatoes @ $7.15 ; 1,000 lbs. 
M. & J. Coflfee @ 38c. 

Enter in the Sales Book. The sales must be itemized. There are different ways of 
keeping the sales, but the principle is always the same. They may be kept in a Sales 
Book as shown in this set, or bills may be typewritten and a carbon copy of each sale 
kept in a binder and posted from this carbon to the debit of each customer's account. 
Then the total of all the sales at the end of the month posted to the credit of '^.Sales'' 
account. 

7b. May 4. Gave Regan Printing Co. a check for $135.60 for printing adver- 
tising matter. (Debit Selling Expense on the credit side of the Cash 
Book. Place the amount in Selling Expense column, and check the item 
in the L.P. column.) 

8b. May 4. Sold to T. J. Akin & Sons, Akron, 0., 2/15, n/30, 50 cs. 12 lb. 
Chocolate @ $6.25 ; 50 cs. Silver Prunes @ $5.15. (6b.) 



Digitized by 



Google 



64 BOOKKEEPING AND ACCOUNTING 

9b. May 5. Received $497.35 from A. R. Parsons & Co., which pays bill of 
May 3, allowing 2% discount, $10.15. 

Credit A. R. Parsons k Co. on the debit side of the Cash Book entering $497.35 in 
the *' General'* column, and $10.15 discount in the '* Sales Discount*' column. Study 
this Cash Book entry by making a journal entry on scratch paper and T-Ledger accounts. 

Cash $497.35 

Sales Discount 10.15 

A. B. Parsons k Co $507.50 

Cash Bales Discount A B. Parsons k Co. 



497.35 I 10.15 I I 497.35 

I.I I 10.15 

Cash would not be posted, because the $497.34 is debited by being entered on the 
debit side of the Cash Book. Sales Discount would not be posted because the $10.15 
would go into the footing of the special column at the end of the month to the debit of 
Bales Discount. The only posting from the Cash Book at present is the credit of A. R. 
Parsons k Co., in two items, $497..35 for the cash he paid and $10.15 for the discount in 
the Sales Discount column, instead of the $507.50 as shown in the journal entry, but which 
amounts to the same. Whenever a Cash Book entry is not clear, make a journal entry 
and T-Ledger accounts on scratch paper, as shown. 

10b. May 5. Received cash for sundry cash sales $527.95. (5b.) 

lib. May 6. Allowed Dalton Bros. $39.85 for damaged goods on bill of May 
3. Received a credrt memorandum for $64.85 from J. M. Sellers & Co. 
Allowance for shortage on Invoice No. 1. May 2. (Enter separately in 
Journal. See 11a and 12a.) 

12b. May 6. Purchased of Pruitvale Stores Co., Toledo, Ohio, merchandise 
as per Invoice No. 2, 3/15, n/60, $1,185.75. Purchased of Walters & 
Anderson, Cleveland, Ohio, 3/15, n/60, $1,236.50. (4b. May 2. En- 
ter in Purchases Book separately.) 

13b. May 6. Received $718.73 from Dalton Bros, which pays balance of 
$733.40 on bill of May 3, allowing 2% discount. (9b.) 

14b. May 6. Received cash for sundry cash sales $519.25. (5b.) 

15b. May 6. Paid J. M. Sellers & Co., $1,116.08 which pays balance of In- 
voice No. 1, $1,150.60 in full, deducting 3% discount. 

Debit J. M. Sellers & Co. $1,150.60 on the credit side of the Cash Book, because we 
have paid them this amount. (Check $1,116.08 plus 3% discount $34.52.) Credit Pur- 
chases Discount $34.52 on the debit side of the Cash Book. The di£Ference between the 
amount entered on the credit side $1,150.60 and the amount of discount on the debit 
side $34.52, is the exact amount of cash paid out, $1,116.08. When posted this will affect 
J. M. Sellers k Co. account properly on the debit side, and Purchases Discount Properly 
on the credit side, and leaves the cash to show correctly. Make a journal entry on 
scratch paper and T-Ledger accounts, and study this Cash Book entry. 

16b. Ascertain the Cash Balance. From the total of the first and third col- 
umns on the debit page, deduct the total of all three columns on the 
credit page. This difference is the balance of cash on hand. The 
'* Sales Discount*' column is omitted because it is not cash. It will 
be found very convenient to place the footings of each column of the 
cash book in very small pencil figures close under the line of the last 
entry so they will be out of the way of the next entry to be made. See 
Cash Book illustration. Do not erase these small pencil figures, then, 
when the cash is to be balanced next time, add the pencil figures with 
the items below. This will save adding the items above these pencil 
figures again, each time the Cash Book is balanced. 
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Post the books to date. Refer to the illustrations of these books 
and the postings. The footings of the special columns and the foot- 
ings of the Sales Book and Purchases Book are not posted until the 
end of the month. Do not total the Sales Book and Purchases Book 
until the end of the month. 

17b. May 8. Paid Pierce Oil Co. $38.90 for oil and gasoline for delivery 
trucks. (Debit Delivery Expense on the Credit side of the Cash Book, 
in the ** General" column.) 

18b. May 8. Sold to A. R. Parsons & Co. 2/15, n/30. 60 bx. D. Peaches @ 
$4.35; 100 cs. Ideal Tomatoes @ $4.75. Sold to Dalton Bros. 2/15, 
n/60, 50 brls. Geneva Flour @ $8.75; 50 cs. Royal Sweet Corn @ $4.25. 
(6b.) 

19b. May 9. Purchased of J. M. Sellers & Co. merchandise as per Invoice 
No. 4, 3/15, n/60, $1,437.50. Purchased of Pruitvale Stores Co. mer- 
chandise as per Invoice No. 5, 3/15, n/60, $1,386.50. (4b and 12b.) 

20b. May 9. Paid D. L. Mason $43.25 for repairing and revamishing office 
furniture. (Debit Officer Equipment Expense on the credit side of 
the Cash Book.) 

21b. May 10. Received cash for sundry cash sales $612.95. (5b.) 

22b. May 10. Delivered to D. L. Morrison's home for private use: 10 bx. D. 
Peaches @ $4.35; 15 cs. Ideal Tomatoes @ $4.75. (Enter in Sales Book 
the same as sale to a customer.) H. L. Brown drew $135 for his 
private use. (Debit II. L. Brown, Personal, on the credit side of the 
Cash Book.) 

23b. May 10. Received a check for $2,504.17 from W. B. Owen to pay his 
10 day note of $2,500 and interest at 6%. (Credit Notes Receivable 
$2,500 on the debit side of the Cash Book, and on the n^xt line credit 
Interest and Discount $4.17 **for interest on above note.'*) 

24b. May 11. Received cash for sundry cash sales $512.80. 

25b. May 11. Paid A. W. Perkins $125 for rent of store building for one 
month, May 1 to May 31. (Debit Administrative Expense on the 
credit side of the Cash Book. (See 4a.) 

26b. May 11. Received $558.60 from T. J. Akin & Sons which pays bill of 
May 4 in full, allowing them 2% discount to which they are entitled. 
Paid J. P. Johnson $53.25 for repairing Store Fixtures. (Debit ** Store 
Fixture Expense'' on the credit side of the Cash Book.) Paid Central 
Insurance Co. $270 for policy on stock to cover from May 1 for one 
year. 

27b. May 11. Paid Fruitvale Stores Co. $1,150.18 which pays invoice of 
May 6 in full, deducting 3% discount, to which we are entitled. (See 
15b.) 

28b. May 11. Sold to T. J. Akin & Sons, 2/15, n/30, 100 crates Canteloupe 
@ $3.75 ; 75 bx. A. Cheese, 1,625 lbs. @ 40c. Sold to A. R. Parsons & Co., 
2/15, n/30, 75 bx. 12 lb. Chocolate @ $6.25 ; 40 bx. A. A. Prunes @ $4.50. 

29b. May 11. Purchased of Walters & Anderson merchandise as per In- 
voice No. 6, 3/15, n/60, $1,587.65. Purchased of J. M. Sellers & Co., 
merchandise as per Invoice No. 7, 3/15, n/60, $4,260.00. 
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30b. May 12. Received cash for sundry cash sales $498.20. 

31b. May 12. Paid City Garage Co. $37.50 for garage charges on delivery 
trucks for two weeks. (17b.) 

32b. May 12. Paid B. & 0. R. R. Co. $413.25 for freight on goods purchased. 
(Debit Freight In on the credit side of the Cash Book.) (See 22a.) 

33b. May 13. D. L. Morrison and H. L. Brown each withdrew $2,000 from 
their investment. (Debit each partner's Capital account on the credit 
side of the Cash Book.) 

34b. May 13. Paid office help for two weeks $350. Paid Sales Force for 
two weeks $375. Paid delivery drivers for two weeks $108. 

Debit Administrative* Expense $350 on the credit side of the Cash Book in Ad- 
ministrative Expense column. Debit Selling Expense $375 on the credit side of the 
Cash Book in Selling Expense column. Check these items in the L. F. column to show 
they are not to be posted^ as they are in special columns these amounts will be posted 
in the footings of the special columns at the end of the month. Debit Delivery Ex- 
pense $108 on the credit side of the Cash Book in the ''General' Column. 

35b. May 13. Sold to Dalton Bros., 2/15, n/30, 1,000 lbs. M & J Coffee @ 

43e; 65 bx. 12 lb. Chocolate @ $6.25. Sold to T. J. Akin & Sons, 2/15, 

n/30, 25 cs. Butter Prints, 1,030 lbs. @ 50e; 65 bx. Silver Prunes @ 

$5.15. Sold at a delivered price. Prepaid the freight to C. & A. R. R. 

Co. $40 for first bill and $43.25 for the other. 

Enter separately in the Sales Book. Debit Freight Out on the credit side of the 

Cash Book. This freight is a selling expense, but it is better to keep it in a separate 

** Freight Ouf account. It should appear as a Selling Expense in the Profit and Loss 

Statement. Ascertain the cash balance and post the books to date. (See 16b.) 

36b. May 15. Allowed T. J. Akin & Sons $96.54 for damaged goods on 
bill of May 11. Allowed A. R. Parsons & Co. $58.95 for shortage on 
bill of May 8. Dalton Bros, returned 10 cs. Royal Sweet Com @ 
$4.25 from bill of May 8, for credit. (12a.) 

37b. May 15. Received an allowance of $129.35 from J. M. Sellers & Co. 
for damaged goods on Invoice No. 4, May 9. Received an allowance 
of $126.50 from Pruitvale Stores Co. for shortage on Invoice No. 5, 
May 9. (See 11a.) 

38b. May 15. Paid L. D. Key $1,779.94 for D. L. Morrison's note of $1,775.50, 
15 days at 6% and interest, which the business assumed. (Debit Notes 
Payable on the credit side of the Cash Book $1,775.50, and on the next 
line, debit Interest and Discount $4.44.) 

39b. May 16. Paid J. M. Sellers & Co. $1,268.91 and received 3% discount 
on balance of Invoice No. 4, of $1,308.15. Paid Walters & Anderson 
$1,199.40 which pays Invoice No. 3, $1,236.50, in full, deducting 3% dis- 
count to which we are entitled. (15b.) 

40b. May 16. Borrowed $5,000 at the Central National Bank on our 10 day 
note at 6%, proceeds, $4,991.66. (Credit Notes Payable on the debit 
side of the Cash Book, $5,000. Debit Interest and Discount on the credit 
side of the Cash Book $8.34. The difference is the exact amount of cash re- 
ceived from the bank.) 

The entry for the above may be made in the Journal : 

Cash $4,991.66 

Interest and Discount 8.34 

Notes Payable $5,000 

and the cash item checked and entered on the debit side of the Cash Book 
and checked there, and the other items posted from the Journal. The 
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result would be the same as the Cash Book entry first explained. Some 
accountants prefer to have the transaction show in the Journal. 

41b. May 17. Received $663.51 from A. R. Parsons & Co. on account and al- 
lowed 2% discount on balance of bill of May 8, $677.05. Received $595.35 
from Dalton Bros, to pay balance of $607.50 on bill of May 8, allowing 
2% discount. (9b.) 

42b. May 17. Received cash for sundry cash sales $714.25. 

43b. May 18. D. L. Morrison drew $125 for his private use. (Debit D. L. 
Morrison, Personal on the credit side of the Cash Book.) 

44b. May 19. H. L. Brown returned $23.75 of the money drawn for private 
use. (Credit H. L. Brown, Personal, on the debit side of the Cash Book.) 

45b, May 19. Ascertain the cash balance, and post the books to date. (See 
16b.) 

46b. May 20. Received $909.89 from T. J. Akin & Sons on account and al- 
lowed 2% discount on balance of bill of May 11, $928.46. (9b.) 

47b. May 20. Sold to A. R. Parsons & Co., 2/15, n/30, 125 bx. D. Peaches @ 
$4.35; 75 cs. Ideal Tomatoes @ $4.73; 85 cs. Red Raspberries @ $4.95. 
Sold to Dalton Bros., 2/15, n/30, 75 brls. G. Flour @ $8.75; 85 cs. R. 
Sweet Corn @ $4.25; 65 bx. 12 lb. Chocolate @ $6.25; 1,000 lbs. M & J 
Coffee @ 53c. Sold to T. J. Akin & Sons, 2/15, n/30, 25 cs. Butter Prints, 
1,250 lbs. @ 53c ; 80 cs. C. Coffee @ $8.25 ; 60 brls. Early Potatoes @ 
$6.15; 100 bx. Silver Prunes @ $5.15."^ (6b.) 

48b. May 22. Received cash for sundry cash sales $728.90. (5b.) Received 
$635.77 from A. R. Parsons & Co. on account and allowed 2% discount on 
bill of May 11, 648.75. (9b.) 

49b. May 23. D. L. Morrison and H. L. Brown each gave a check for $1,000 
as an additional investment in the business. (Credit each partner's Cap- 
ital account on the debit side of the Cash Book. (See paragraph 8.) 

50b. May 23. Received a 30 day note for $2,790 at 6% of this date from Dal- 
ton Bros, on account. Received $832.75 from T. J. Akin & Sons on ac- 
count and allowed 2% discount on bill of May 13, $849.75. 

51b. May 23. Gave J. M. Sellers & Co. a 30 day note for $4,260 at 6% of this 
date, on account. Received a 30 day note of $1,750 at 6% of this date, 
from T. J. Akin & Sons, on account. 

52b. May 24. Received cash for sundry cash sales $504.80. 

53b. May 25. Paid Fruitvale Stores Co. $1,222.20 on account and received 
3% discount on balance of $1,260. (15b.) 

54b. May 26. Paid Walters & Anderson $1,540.02 on account and received 
3% discount on invoice of May 11, $1,587.65. (15b.) 

55b. May 26. Sold to Dalton Bros.. 2/15, n/30, 60 brls. G. Flour @ $8.75; 
75cs. Royal Sweet Corn @ $5.25. Sold to T. J. Akin & Sons 2/15, n/30. 
75 cs. No. 1 Raisins @ $4.75; 65 brls. W. Peaches @ $9.25. 
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56b. May 26. Paid our $5,000 note at the Central National Bank by giving 
a new note for $3,500 for 30 days at 6%, and a check for the difference 
and interest on the new note. 

Debit Notes Payable $5^000 on the credit ^ide of the Cash Book. Debit Interest and 
Discount $17.50 (on the new note) on the credit side of the Cash Book. Credit Notes Pay- 
able $3,500 on the debit side of the Cash Book. The difference is the exact amount of 
cash paid out, and when posted the other accounts will be properly debited and credited. 
If preferred, the entry may be made in the Journal and the Cash item checked and the 
cash entered in the Cash Book, and checked there. The other items posted from the 
Journal will give the same result^ and probably a better record. 

Notes Payable $5,000.00 

Interest and Discount 17.50 

Notes Payable $3,500.00 

V Cash 1,517.50 

Paid loan at the bank by giving a new note for $3,500 for 30 days at 6% and cash for 
the difference and interest on the new note. 

57b. May 26. Received cash for sundry cash sales $849.70. 

58b. May 27. Paid office help for two weeks $350. Paid sales force for two 
weeks $375. Paid delivery drivers for two weeks $108. (34b.) 

59b. May 28. Purchased of J. M. Sellers & Co., merchandise as per Invoice No. 
8, 3/15, n/60, $1,341.25. Purchased of Pruitvale Stores Co., merchandise 
as per Invoice No. 9, 3/15, n/60, $1,796.45. Purchased of Walters & An- 
derson, merchandise as per Invoice No. 10, 3/15, n/60, $1,432.75. 

60b. May 31. Paid partners' salaries for the month, $150 each. (Debit Ad- 
ministrative Expense on the credit side of Cash Book.) 

61b. Post the Books : Total the Purchase Book and post the total to the debit 
side of the Purchases account. Total the Sales Book and post the total 
amount of sales to the credit side of Sales account. Total the columns of 
each side of the Cash Book. Rule and foot the Cash Book as shown in the 
illustration of the Cash Book, bringing in the ** balance" on the credit 
side in red ink. Bring the cash balance down below the double ruled 
lines on the debit side in black ink, and date it **June 1." This leaves 
the Cash Book ready to receive the new business for June. If new pages 
are to be used for the Cash Book, this cash balance is carried to the new 
debit page and entered in the General column and checked. Post the 
footing of ** Sales Discount*' column to the debit of Sales Discount ac- 
count. Post the footing of ** Sales" column to the credit of Sales ac- 
count. 

On the credit side, post the footing of Administrative Expense column 
to the debit of Administrative Expense account, and post the footing of 
Selling Expense column to the debit of Selling Expense account. The stu- 
dent is familiar with the posting of the Journal. Usually the books 
are posted in this order: Purchases Book, Sales Book, Journal, debit 
side of Cash Book, credit side of Cash Book. 

62b. Prepare a Trial Balance : Bring the cash balance into the Trial Balance. 
Before beginning the Trial Balance, read 57a, Chapter II. Prepare and 
post journal entries to record the following supplementary facts not 
found in the books. See paragraph 27 to 29. 
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Merchandise Inventory, May 31 $12,876,40 

Insurance (expired) 22.50 

Accrued Assets : 

Interest accrued on Notes Receivable 6.05 

Unpaid oflBce help for half -week 87.50 

Unpaid sales force for half -week 93.75 

Unpaid delivery drivers for half -week 27.00 

Unpaid garage bill for trucks 32.50 

Deferred Charges to Operation: 

Postage and oflSce supplies on hand 54.35 

Advertising matter on hand 62.50 

Depreciation : 

10% on office equipment 85.00 

On Store Fixtures 121.50 

10% on delivery equipment 125.00 

Reserve for Doubtful Accounts : 
10% of Accounts Receivable 365.35 

63b. Having posted the adjustment journal entries to record the above in- 
ventories (except Merchandise Inventory) in the books, prepare a Pinal 
Trial Balance as in Illustration No. 21. Prom this Pinal Trial Balance, 
prepare a Balance Sheet similar to Illustration No. 22 or No. 23, and a 
Profit and Loss Statement similar to Illustration No. 24. 

The preparation of the Balance Sheet and the Profit and Loss State- 
ment for a Partnership is the same as in the case of a sole proprietor, ex- 
cept that each partner's present capital is shown in the Balance Sheet 
in the place of the single proprietor, as in Illustration No. 22, and both 
together are equal to the difference between the assets and liabilities. 
In the Profit and Loss Statement, each partner's share of the net profit 
is added to his net investment in proving this Statement with the Bal- 
ance Sheet. See Illustration No. 24, and also read paragraph 67 to 69a 
inclusive. 

64b. Close the Books: Prepare and post closing journal entries to close the 
Nominal acieounts. See paragraph 35 to 37. Post these journal en- 
tries as instructed in paragraphs 35 to 37 in order to show the Trading 
Section and the Profit and Loss Section in the Profit and Loss account 
as in Illustration No. 27. 

65b. Close the Partners' Personal accounts into their Capital accounts and 
credit each partner's Capital account for his share of the net profit. 

Two journal entries are required, one for the adjustment of each 
partner's account 

D. L. Morrison, Capital $ 239.65 

Profit and Loss 2,156.10 

D. L. Morrison, Personal $ 239.65 

D. L. Morrison, Capital 2,156.10 

To close D. L. Morrison's Personal account into his Capital account, 
and to credit his Capital account for his share of the net profit. 

H. L. Brown, Capital $ 111.25 

Profit and Loss 2,156.10 

H. L. Brown, Personal 111.25 

H. L. Brown, Capital 2,156.10 

To close H. L. Brown's Personal account into his Capital account, and 
to credit his Capital account for his share of the net profit. 
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66b. Close the Partners' Capital aceoonts and bring the present capital down 
below the double ruled lines on the credit side, as in the illustration of 
W. J. Goodnow, Capital, in Chapter U, using June 1, as the date. 

67b. Close Accrued Assets, Accrued Liabilities and Deferred Charges to Op- 
eration accounts. See paragraph 40. 

The books are now closed and the accounts stand ready to receive 
the business for the next period. Take a Proof Trial Balance as in para- 
graph 40. 

68b. Dalton Bros, are in a failing condition and have arranged to settle with 
their creditors at 75 cts. on the dollar. They owe us $918.75 and we have 
accepted the offer and have received $689.06 in full settlement of their 
account. The remainder $229.69 is a loss. 

The ''Reserve for Doubtful Accounts" was set up and the amount 
taken out of the profits of the business to provide for cases of this kind. 
This loss affects the profits, but it has been provided for, and the follow- 
ing entry is all that is necessary. 

Cash $689.06 

Reserve for Doubtful Accounts 229.69 

Dalton Bros $918.75 

When this entry is posted, Dalton Bros, account will be closed, and the 
loss will go to the debit of Reserve for Doubtful Accounts account. This 
loss has already been taken out of the profits, so it is not necessary to go 
back into the bookkeeping for the period to adjust the loss. Record this 
entry and post it. The cash item is checked and entered in the Cash Book 
and checked there, and the other accounts are posted from the Journal. 

The following Ledger Accounts are posted from the illustrations of the 
books of original entry, illustrated in the first part of this chapter. Observe 
how the footings of the special columns of the Cash Book and the totals of the 
Purchases Book and Sales Book are posted. 
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PBOBLEM 7. DETAILED STATEBfENTS AND SCHEDUIJB8 

Prepare a detailed Statement (or analysis) reconciling the amount of Ad- 
ministrative Expense and the amount of Selling Expense in the business of 
D. L. Morrison & Co. Prepare Schedules reconciling Accounts Receivable and 
Accounts Payable, giving the due dates. See paragraphs 33 and 34. 



PBOBLE9C 8. ANOTHEB BfETHOD OF 0IA)SINO THE LEDOEB BY JOUBNAL 

ENTBIE8 

63. The same Trading Accounts and Profit and Loss accounts are used in 
the following that were used in Chapter IL The Nominal accounts are taken 
from the Final Trial Balance, Illustration No. 21. The student will use journal 
and ledger paper and set up the accounts as shown and post the closing journal 
entries. 

This method may be preferred where it is not desired to show the Trading 
Section and the Profit and Loss Section in the Profit and Loss account. The 
procedure is logical and obtains the same results as by the method previously 
used. 

Copy the following Ledger accounts on ledger paper, giving each account 
six lines : 



Trading Accounts 

Merchandise Inventory 



Dec. 1 


8972.50 II 
Purchases 




Dec. 31 


15353.80 II Dec. 31 
Purchases Discount 


478.60 




H Dec. 31 


235.91 




Freight In 




Dec. 31 


521.65 II 
Sales 




Dec. 31 


379.10 II Dec. 31 
Sales Discount 


14726.15 



Dec. 31 



86.51 



Profit and Loss Accounts 

Administrative Expense 



Dec. 31 


1261.88 II 






Selling Expense 


Dec. 


31 


1341.15 II 
Delivery Expense 


Dec. 


31 


488.40 II 




Interest and Discount 


Dec. 


31 


23.85 11 


Real Estate Expense and Income 


Dec. 


31 


166.25 II 




Loss on Doubtful Accounts 



Dec. 31 213.24 



The Merchandise Inventory Dec. 31 is $16,462.81, the same as was used in 
the previous closing of the books in Chapter II. 

The following closing journal entries are required to close the above ac- 
counts, and to set up the present merchandise inventory as an asset. Record 
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these journal entries on journal paper and post them to the above Ledger ac- 
counts. Study each entry whUe recording it and when posting it. 



PnrohasoB 

Uerohandlae Invt. 



Purohsaee 
Freight in 



Pnrohases OlBOOont 
Pnrohaees 



Deoetnber 31. 192 

To transfer the inventory 6972 50 
Deo. 1 to the Pvrohases acoonnt 8972 50 



-31- 



To olose Freight In and 521 65 
transfer this oost to Pur- 521 65 

ohases 



-31- 



To olose Pnrohases Dls- 235 91 

oount and oredlt Purohases 235 91 

for dlsoount received 



tferohandlse Invt. 
Pnrohases 



-31- 
Deo.31 To set tip the present In- 16462 81 

ventory as an asset and 16462 81 

oredlt Purchases 



Sales 
Purchases 



Sales 

Sales Dlsoount 



Sales 
Profit and Loss 



Profit and Lose 
Administrative Rxpense 
Selling expense 
Delivery Expense 
Interest and Dlsoount 
Real Estate Expense 
and Inoone 



To close Purchases and 
transfer oost of goods 
sold to Sales aooount 



-31- 



To olose Sales Dlsoount 
and charge Sales for the 
discount allowed 



-31- 



To close Sales and trans- 
fer the gross profit to 
Profit and Loss account 



-31- 



7670 63 



66 51 



7670 63 



86 51 



To olose these Profit and 
Loss aooounts and transfer 
these expenses to t^e Prof- 
It and Loss account 



6509 91 






6589 91 


3494 77 






1261 68 




1341 15 




488 40 




23 85 




166 25 




213 24 



ILLUSTRATION NO. 89. CLOSING ENTRIES 

Having posted the above journal entries to the Ledger accounts, rule and 
foot the accounts that balance. Rule a single red ink line under $8,972.50 on 
each side of Merchandise Inventory leaving this account open, showing the 
present Inventory, $16,462.81 on the debit as an asset. Close the Profit and 
Loss account and bring the net profit or surplus down below the ruling, and 
compare this Profit and Loss account with the previous Profit and Loss account. 
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CLOSING OUTLINE 

The following closing outline may aid the student to ^^ct the order of pro- 
cedure in closing a set of books by this method fixed in the mind, or it may 
be used for reference. 



d 

s 



bo 
g 

CO 

u 



10. 



11. 
12. 
13. 
14. 
15. 



Purchases 
Account 



Merchandise Inventory at beginning of period, close into 

Freight In account, close into 

Purchases Discount account, close into 

Merchandise Inventory at end of period to credit of 

Returns and Allowances from Purchases, close into 

Note: Now the difference between the two side's of Purchases account is *'the 

cost of the goods sold.'* 
Close Purchases into Sales to transfer "the cost of goods sold" to the debit 

side of sales. 
Freight Out account, close into ] 

Sales Discount, close into I Sales Account 

Returns and Allowances from sales, close into J 

Note: Now the difference between the two sides of Sales account is the ** gross 

profit." 
Close Sales into Profit and Loss to show the **gross profit'* on the credit of 

Profit and Loss account. 

This closes the Trading Accounts. In the preceding work there are no 
accounts for Nos. 5 and 9, bet-ause the Returns and Allowances from Purchases 
(No. 5) were credited to Purchases, and the Returns and Allowances from Sales 
(No. 9) were debited to Sales, however, when these separate accounts are kept, 
they are closed as in the outline. Freight Out account does not appear in the 
preceding work, but when this account is kept, as explained later, it is closed 
as shown or direct to Profit and Loss. . 
Administrative Expense, close into 
Selling Expense, close Into 

Delivery Expense, close into \ Profit and Loss 

Interest and Discount, close into I Account 

Real Estate Exin^nse and Income and any other expense 



accounts, such as wages, salaries, rent, taxes, etc., close into 



BUSINESS OB COMMEBCIAL PAPEBS. 

63A. The following illustrations show the forms of business papers to be 
used in the work in Chapter II and Chapter III. The note, draft and ac- 
ceptance have already been shown, and are not included here. The student 
will receive the Incoming Papers from the Incoming Papers Tab, and will 
make out all Outgoing Papers required in each transaction. 
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ILLXTSTRATION NO. 40. A BILL FOR THE SALE OP QOODS 
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Bills and Invoices: The terms '*Biir' and ** Invoice'* mean the same, a 
list of the goods bought or sold, with the prices, terms and amount. For con- 
venience here, the term **Biir is used for the bill of goods sold to customers, 
and the term ** Invoice" is used for the list of goods purchased. 

63B. A Memorandum of Credit or Credit Memorandum is sent to a cus- 
tomer or received from a creditor, when an allowance is made for shortage on 
account of an error, damaged goods, goods not up to grade, for overcharge, or 
for goods returned. 



C^J ^^^-r ^y A-Tttz 



J^rr^.^-z^.t^^^^.r'^-zf <^ 19A. . 



:£a«kL 



W. J. J^MKRSOI^ 4& CO. 



/• 



Obnbral. Mbrchandisb 



OCc£a-i^iA^.^^ if Zd^-T*-^/^ 






l^.,^mti2. 



T 



ui 



O^iMr-eLif ^-^^ ^f-^yC€^ t^^^^^^/ ^ 



ILLUSTRATION NO. 41. CREDIT MEMORANDUM 



63C. A Receipt is usually given or received upon the payment of rent and 
other cases of payment. In the case of customers, the bill is receipted and re- 
turned. Receipts are usually kept in book form like checks, with a stub to 
be filled out. 
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ILLUSTRATION NO. 42. A RECEIPT 
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63D. A Statement of Account is usually sent to all customers who have 
open accounts on the Ledger the first of each month. This statement may 
be itemized, and if pajrments have been made, the credits are shown. How- 
ever, in many cases only the balance at the first of the month is shown, and 
an itemized statement sent if requested. 
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H-LUSTRATION- NO. 48. MONTHLY STATEMENT OP ACCX)UNT 

63E. A Cashier's Check is drawn by the Cashier of a bank upon his own 
bank and signed by himself. It is used for the payment of collections made 
for customers, and for paying the bank's obligations. 
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ILLUSTRATION NO. 44. A CASHIER'S CHECK 
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63F. A Bank Draft is a draft drawn by one bank on another bank in which 
the bank has money on deposit. It is called ** Exchange" and is usually drawn 
on some bank in a large city. A draft on a New York bank would be called 
New York Exchange. 



CBNTRAL NATIONAL BANK 



Pay M Ik* •rdar of. 






To the FIRST NATIONAL BANK , , - , ,, , ^, „ „ . 

N«wYo«K.NY 1 ( ^ /// . /^/^^^Zr^r^ 



C^. ?7( 97? .//.- 



ILLUSTRATION NO. 45. BANK DRAFT. NEW YORK EXCHANGE 



63G. A Personal Check is a check drawn by a depositor on the bank in which 
his money is on deposit. The bank account is usually kept on the check stub. 
Each deposit is entered on the stub and the stub is filled out when a check 
is written and the balance brought down, so that the actual balance is always 
on the stub when the next check is to be written. The stub should be filled 
out before writing the check for fear it may be overlooked. 




Chicago, nt yZZ/?7/ Jy . ta-^ Mr^ / 

CENTRAL NATIONAL BANK 



;^^ 






ILLUSTRATION NO. 46. A PERSONAL CHECK 

Commercial papers, such as: checks, promissory notes, acceptances, postal 
money orders, and express money orders, when made payable to bearer or to 
order, are negotiable papers. That is, the payee or holder may legally transfer 
such negotiable paper to another, by indorsement. The indorsement transfers 
the legal right to collect the value represented in the paper, and, at the same 
time, is a guaranty that the paper is valid and genuine. Should the payer fail 
to pay, when the paper is due, the holder can hold the indorser, by legally 
presenting the paper for payment and giving the indorser legal notice. 
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63H. Indorsement: In order to transfer a note, draft, acceptance or check, 
the holder must write his name on the back of the paper. Always across the 
left-hand end. Hold the paper with the left hand in position you would to 
read it, then turn it over, the top toward you, and write across the left hand 
end. There are a number of ways to write the indorsement on commercial 
paper. The purpose of the transfer should be considered. 

Blank Indorsement is the name of the payee 
or holder only. This transfers the paper. Any 
holder may indorse and use the paper. It be- 
comes the same as if made payable to bearer. 



Indorsements 

(In blank) 
W. J. Emerson 

(In full) 

Pay to the order of 

T, J. Akin & Co. 

W. J. Emerson 

(For Deposit) 

Pay to Merchants Bank 

for deposit account of 

W. J. Emerson 

(For C!ollection) 

Pay to Merchants Bank 

for collection account 

of 

W. J. Emerson 

(Restricted) 

Pay to T. L. West only 

W. J. Emerson 

(Without Recourse) 
Pay to Order of 

T. L. West, without 

recourse. 

W. J. Emerson 

(For Guarantee) 
I hereby guarantee the 
payment of the within 
note. 

W. J. Emerson. 

(For partial Payment) 
Received on the within 
note Fifty Dollars ($50), 
Mar. 15, 192—. 



Indorsement in Full. When indorsed in this 
way, the person to whom it is transferred must 
indorse the paper before any other holder can 
use it. 

Indorsement for Deposit: Usually used on 
checks to be deposited. When thus indorsed, 
the checks cannot be used for any other pur- 
pose than deposit. 

For Collection: Usually used on Notes 
placed in the bank for collection, or in the 
hands of a collection agency. The words **Pay 
to the order of" and the name of the bank or 
collection agency may be written above the 
words. This shows the purpose of the indorse- 
ment, and prevents the returns being used for 
any other purpose. 

Restricted Indorsement: Write '*Pay to 
(name of party to whom transferred) only," 
and si^n below. This makes the paper non-ne- 
gotiable. 

Without Recourse : An indorsement without 
recourse means that the party who transfers 
the paper cannot be required to make the paper 
good in case of non-payment. 

For Guarantee: This means the indorser 
will make the paper good in case of non-pay- 
ment, but after reasonable effort has been made 
to collect from the maker. 

For Partial Payment, simply write the facts 
across the back of the paper, and the date. This 
indorsement is written on the back of a note 
when the interest is paid and when any part of 
the principal is paid. 



Digitized by 



Google 



82 



BOOKKEEPING AND ACCOUNTING 



631. Check Book: Keeping the bank account in the check book is a very 
simple matter, yet, it requires attention and care. It is easy to fail to put the 
deposit on the check stub, but it will be found in the bank pass book and can 
be taken care of. In case of failure to fill out the check stub when a check is 
given out, unnecessary trouble is caused. It may be necesary to wait until 
the canceled checks are returned from the bank before the proper record can 
be made. Pill out the check stub first, and then write the check. Be sure to 
enter each deposit on the check stub, and bring down the balance every time 
a deposit is made or a check is written. It is a great satisfaction to know the 
balance in the bank at any date and to know it is right. The following illus- 
tration wiU show how your check stubs should appear : 



No.uL 



DeptmH^ 






f Ctc..^'r>2jyj^^ 




Balance 



No.. .7-^ 
DepoUl 



fJ-^O 
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Balance . 
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XLLySTRATION NO. 47. CHECK STUBS. SHOWING BANK BALANCE 
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63J. Deposit Ticket: A Deposit Ticket is a list of the items, such as cur- 
rency, checks, bank drafts, (cash items) to be deposited in the bank. Deposit 
tickets are furnished by the bank to its depositors. 

oBPowrsur 
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OtPOSIT 

ll«rohanl*s Bank 



6^ DEPOSITED BY 
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ILLUSTRATION NO. 48. DEPOSIT TICKET 



ILLUSTRATION NO. 49. DEPOSIT TICKET 




63K. Bank Pass Book: This book is a record of deposits in the bank. Each 
deposit is entered in this book by the Bank Teller at the time the deposit is 
made. In actual business, the depositor makes no entry in this book. The 
bank enters the deposits and either balances this book by entering on the right 
hand side all checks paid by the bank, and shows the balance, or, in large 
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ILLUSTRATION NO. 50. THE BANK PASS BOOK 
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banks the bank will enter only deposits in the pass book and then on the 
first of each month give the depositor a separate statement showing both 
deposits and checks paid which are canceled and returned to the depositor 
with the statement or with the pass book, whichever method is used. Here 
you will enter all deposits on the left side of the pass book and all checks 
paid out on the right-hand side. The difference between these two sides will 
show the balance of cash in the bank, as shown by the balance on the check 
stub, if all checks issued have been paid by the bank. 

Of course, in actual work there might be checks given out that had not 
reached the bank. In that case, when the statement and canceled checks are 
returned from the bank, the checks given out and not paid would be deducted 
from the balance shown by the bank to equal the balance shown on the check 
stub and Cash Book. The following is the form of the Pass Book. Deposits 
on the left. Checks given out and paid by the bank on the right. 

This Pass Book is balanced on January 6, just to show how to balance it. 
The Pass Book is balanced by the bank, unless statements are rendered instead, 
but not until the end of the month, and if the page is filled when the book is 
balanced, the balance is carried to the next left-hand page, instead of being 
brought down below the ruling. 

63L. Bank Statement: If the bank gives out statements instead of balanc- 
ing the Pass Book, then only the deposits would be entered in the Pass Book 
by the Teller at the time the deposit is made, and the first of each month a 
statement like the following is given each depositor for the checks paid the 
preceding month. 



Month Of January 



192 


Cheoks 


192 


Cheoks 


192 


Deposits 


Jan 2 


812.00 


Jan 15 


123.45 


Jan 1 


9500.00 


2 


117.25 


16 


676.69 


6 


1894.22 


2 


863.40 


18 


87.50 


10 


4987.50 


2 


1550.00 


19 


312.85 


13 


2610-93 


3 


156.25 


20 


911.65 


20 


5129.28 


6 


444.60 


20 


684.97 


31 


3562. 50 B 


8 


150-00 


20 


577.68 




1 


8 


38.75 


20 


444.60 






9 


219.86 


22 


1000.00 






10 


647.50 


23 


54.35 






11 


42.85 


23 


727.74 






11 


2992.50 


25 


1517.50 






12 


32.50 


27 


444.60 






12 


150.00 


30 


167.50 






13 


444.60 










13 


240.00 











Balance $11031.29 

Please examine this statement and the canceled vouchers returned. If no error is reported 
in 10 days the account will be considered correct. 

ILLUSTRATION NO. 51. BANK STATEMENT 

The Bank Statement is the same as if the Bank Pass Book were balanced 
and handed back to the depositor. So many f^il to hand in their Pass Books 
at the proper time to be balanced, that it is better for the Bank to render 
statements at the first of each month and not balance the Pass Books. 
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63M. Beconciliation of Cash Balance: The bank statement and returned 
vouchers for the month of December, were received by T. M. James & Co. on 
January 3, showing their balance at the close of business December 31, 
$3,648.75. Upon checking the returned vouchers with the Check Book, it was 
found that the following checks given out had not reached the bank and are 
yet outstanding: No. 527, $75.60, No. 532, $87.50, No. 534, $18.75. Their Cash 
Book shows a cash balance of $3,466.90. Reconcile the bank account. 

Beconciliation: 

Bank balance Dec. 31 $3,648.75 

Cash balance per Cash Book, Dec. 31 3,466.90 

Difference $ 181.85 

Checks Outstanding: 

No. 527 $75.60 

No. 532 87.50 

No. 534 18.75 

Checks outstanding, not paid $ 181.85 

The above form of reconcilation should be written at the bottom of the debit 
page of the Cash Book at the end of each month. The bookkeeper should show 
the management the deposit of the previous day, and the cash balance. This 
should be submitted every morning. Schedules showing Notes Receivable and 
Accounts Receivable soon to become due, and those past due, should be sub- 
mitted as often as necessary, also schedules of Notes Payable soon to become 
due, and Accounts Payable with date of discount period and the date to be- 
come due. 

63N. Eeepingr the Bank Account: "While the bank keeps the record of all 
transactions with its depositors and renders a statement to each depositor, at 
the end of each month, or balances the depositor's Bank Pass Book, yet each 
depositor should keep a record. Usually the bank account is kept on the 
check stubs of the Check Book, but there are various ways of keeping the record 
of transactions with the bank. A Bank column may be kept in the cash book. 
The Bank column on the debit side of the Cash Book will show the deposits 
from time to time, and the Bank Column on the Credit side of the Cash Book 
will show the checks issued. The difference between the totals of the Bank 
columns will prove with the Cash balance, at any time. Duplicate copies of 
the deposit tickets may be kept, and these will be a very convenient reference 
in some line of business. If duplicates of the deposit tickets are not kept, a 
list of each deposit may be kept on the back of the check stubs. 
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PBOBLEM 9. W. a. aBAYSON k 00. A PABTMEB8HIP 

The purpose of this problem is to give further practice in making adjust- 
ments and closing the books. Points will arise in the course of the solution 
which may be discussed in class. 

The following accounts represent the totals of the Ledger accounts of 
W. G. Grayson & Co. at the end of a six months' period, from January 1 to 
June 30. W. G. Grayson and W. B. Rollins are partners, and share profits and 
bear losses in proportion to their investments. 



W. G. Grayson, Capita l 

May 10 1000.00 | Jan. 1 



9000.00 

W. G. Grayson, Personal 
MSrTI 85.00 I Apr. 5 15:25 

W. B. Rollins, Capital 

I Jan. 1 6000.00 

W. B. Rollins, Personal 



Mar. 20 



65.00 I 
Cash 



June 30 8710.25 | 

Notes Receivable 

June 30 7748.00 | June 30 1800.00 

Notes Payable 

I June 30 4980.00 

W. H. Strong 

June 30 2407.2'5n 

E. L. Morton 

June 30 2137.35 | 

Davis Bros. 

I June 30 2154.20 

A. C. McClurg & Co. 

I June 30 1985.40 

OflBce Equipment 

June 30 985.20 | 

Delivery Equipment 

June 30 1265.80 I 



Trading Accounts 

Merchandise Inventory 



Jan. 1 


4865.70 1 
Purchases 




June 30 


18531.30 1 June 30 
Purchases Discount 


416.20 




1 June 30 


347.80 




Sales 




June 30 


429.75 1 June 30 
Sales Discount 


24597.25 


June 30 


542.50 1 
Freight In 





June 30 478.20 | 

Profit and Loss Accounts 

Administrative Expense 



June 30 754.05 | June 30 


8.75 


Selling Expense 




June 30 850.25 | June 30 


12.75 


Delivery Expense 




June 30 324.45 | 




Insurance 




June 30 125.00 | 




Interest and Discount 





June 30 37.12 | June 30 24.57 



Copy the above accounts on Ledger paper, allowing each account eight 
lines, and after making journal entries to adjust the following inventories, 
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prepare a Pinal Trial Balance before closing, from which prepare a Balance 
Sheet and a Profit and Loss Statement, then prepare and post journal entries 
to ** Close the Ledger/' See paragraphs 28 to 41. 

Merchandise Inventory, June 30 $6,265.80 

Insurance Expired 62.50 

Accrued Assets: 

Interest on Notes Receivable 125.50 

Accrued Liabilities: 

• Unpaid Office help 185.40 

Unpaid payroll Sales Department 137.50 

Interest accrued on Notes Payable 22.50 

Deferred Charges to Operation : 

Postage and Office Supplies an hand 75.60 

Advertising matter on hand 115.35 

Depreciation : 

10% on Office Equipment 98.52 

15% on Delivery Equipment 189.87 

Reserve for Doubtful Accounts : 

6% of Accounts Receivable 272.68 

First, take a Trial Balance by differences, except in Purchases and Sales 
account, in v«rhich use both the debit and credit amounts, because the credit of 
Purchases represents the returns from Purchases, and the allowances received 
from creditors, and the debit of Sales represents the returns from sales and 
the allowances to customers, and these items are used in the Profit and Loss 
Statement. Second, prepare and post adjustment journal entries to record 
the above inventories in the books except the Merchandise Inventory. Third, 
take a Final Trial Balance. Fourth, prepare a Balance Sheet and Profit and 
Loss Statement and prove them. Fifth, prepare and post closing journal 
entries to close the Nominal -accounts. 

The student is instructed to close the Partners* Personal accounts into 
their Capital accounts, and to credit each partner for his proportion of the 
net profit. Read Partnership Accounting, paragraphs 82 and 83. Prepare 
and post journal entries to make this adjustment. Rule and foot the 
accounts that are closed. Prepare and post journal entries to close Accrued 
Assets, Accrued Liabilities and Deferred Charges to Operation accounts, 
and transfer these items back to the accounts they affect. See paragraph 40. 
Rule and foot these three accounts that are closed. Take a proof Trial 
Balance. 

Note : A Working Sheet similar to illustration No. 43 may be used or the 
steps may be taken as suggested above. 
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THE BALANCE SHEET AND TRIAL BALANCE 

64. When the posting of the books is completed, we know that if the 
posting has been done correctly, the Trial Balance must balance. The Trial 
Balance is the next step after posting at the end of the month, and at the end 
of any fiscal period. 

The fact that the Trial Balance balances proves that the debits have all 
been posted to the debit side of the Ledger accounts, and that the credits 
have all been posted to the credit side of the Ledger accounts, yet, there 
could still be a mistake, for a debit item could be posted to the debit side 
of the wrong account. A debit of $350 to Davis Bros, might be posted to 
the debit of Harper Bros, account, and the Trial Balance would |;)alarice, but 
any error of this kind will be found while making out monthly statements 
to customers, or in receiving monthly statements from creditors which, of 
course, are compared with their accounts in your books before payment. 
So the bookkeeper does not borrow trouble over the possibility of such an 
error, because he knows if there is such an error, it will be discovered as 
just suggested, and can be corrected without affecting the Trial Balance. 
, 65. Balance Sheet. A Balance Sheet is a statement of the Resources and 
Liabilities or Assets and Liabilities, and Capital accounts arranged in a 
proper form to show clearly the condition of the business. The total of the 
assets minus the total of the liabilities is the net capital, yet simply a list 
of the assets and a list of the liabilities promiscuously arranged, while it 
might be a correct statement of assets and liabilities, is not a satisfactory 
Balance Sheet. 

Suppose you/were seeking an opening to connect yourself with a going 
business and had opportunities offered you to become an equal partner in 
the business of John T. Long, or in the business of C. M. Senter, both in the 
same line of business, the location and the persons being equally satisfactory 







r— ^— 1 


^_^ 


Assets: 






Liabilities : 






Uerohandlse 


2000 


00 








-Real Estate 


10600 


00 


Notes payable 


8876 


00 


cash 


1500 


00 


Accounts payable 


9875 


00 


Office Stationery on hand 


275 


00 


Mortgage Payable 


4500 


00 


Advertising Matter on hand 


225 


00 








Aooounts Receivable 


2000 


00 


John T. Long, Capital 


750C 


00 


Office Fixtures 


1500 


00 








machinery 


127 50 


00 








Total Assets 


30760 


00 


3075C 


00 












1 



Balance Sheet. C 


. M. 


Senter. 






Assets; 






Liabilities: 






Accounts Hecelvable 


4260 


00 








Uftchlnery 


4250 


00 


Uotes Payable 


4750 


00 


Real Estate 


7000 


00 


Accounts Payable 


960C 


00 


Cash 


6000 


00 


Mortgage Payable 


600C 


00 


Office Supplies on hand 


125 


00 








Salaries advanced 












to salesmen 


50 


00 


C. M* Senter, capital 7500 


00 


AdTertising Matter on hand 


75 


00 








Merchandise 


1550 


00 








Office Equipment 


700 


00 








iQtes Receivable 


4750 


QO 








Total Assets 


27750 


00 


2776C 


00 








1 1 


tmmm 



ILLUSTRATION NO. 52. BALANCE SHEETS. 
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in each case, and the Balance Sheets, Illustration No. 52, were presented to you, 
upon which you propose to make your decision, which would be your choice ? 

66, Assuming the Balance Sheet in each case is correct as to the Assets 
and Liabilities, the net capital in each case is the same, $7,500. You can 
invest $7,500 in either business and own a half interest. Looking at these 
statements as they are, it is not easy to see which is the better investment. 
It would be necessary to arrange the Assets and Liabilities to show the obli- 
gations soon to be paid and the quick assets that w^ould be available to meet 
these obligations. 

67. Current Assets (or ciuick assets or liquid assets) are those which 
may soon be turned into, cash to pay the debts soon to become due. Deferred 
Assets are office supplies on hand, advertising matter on hand, paid for but 
not used up, and any salaries or other expenses paid in advance that would 
represent service due the business. Fixed assets (those more permanent 

"and not available for the payment of debts) are such as Machinery, office 
equipment, buildings, real estate, good will, etc. Of the Fixed or Permanent 
assets. Good Will is the most permanent, because the business would have 
to be sold to convert Good Will into cash. However, to convert the machin- 
ery or buildings into cash would cause the discontinuance of the business, 
if the money had to be applied on debts. Current Liabilities are those debts 
soon to become due, and Fixed Liabilities are those longer deferred, as a 
mortgage due in three years. Arrange the foregoing Balance Sheets as fol- 
lows and examine them. 





Balance 


Sheet. 


John T. LOW?. 










Cor rent Assets: 
Cash 
Aoooimts ReoslTabl< 


1500 
EOOO 
2000 


00 
00 
00 


5600 
500 


00 
00 


Current Llahllities 
Botes Payahle 
Aooounts P«yahle 

Total Current 

Llahilltles 

Fixed Llahllltles: 
Ifortgage Payahle 

John T. Lon$, 

capital. 


9675 
^675 


00 
00 


18750 
4600 
7600 


00 
00 
00 


Mdss. InTsntory 






Total Current Assets 

Deferred Assets: 
Offloe Supplies 
Adv. Matter 


276 
?2p 


00 
00 


Total Deferred Assets 
?ized Assets. 


1600 
L0600 
L276Q 


00 
00 
OP 


Offloe Fixtures 
Beal Estate 
Maohinery 


30750 


00 


Total Fixed Assets 
Total Assets 














r"- ■ 


m 











t^^^ ft naa Sheet. G.M. Senter. 



Current Assets: 
Cash 

Botes Reoelvahle 
Aooounts Reoeivahle 
Hdse. Inventory 

Total Current Assets 

Deferred Assets: 
Offioe Supplies 
Advertising Matter 
Advanoed Salaries 

Total Deferred Assets 

Fixed Assets: 

Offioe Equipment 
Real Estate 
Ifaohinery 
Total Fixed Assets 
Total Assets 



6000 
4760 
4260 
1660 



125 
76 



700 
7000 
4260 



00 
00 
00 
00 



00 
00 
OC 



15660 



250 



1196C 
R 



00 



00 



Current Liabilities 
Notes Payable 
Aooounts Payable 

Total Current 

Liabilities 

Fixed Liabilities: 
Mortgage payable 

C. M. Senter, 

Capital 



4760 
^600 



14260 

6000 
7600 



27750 



00 



ILLUSTRATION NO. 53. BALANCE SHEETS 



Digitized by 



Google 



90 BOOKKEEPING AND ACCOUNTING 

68. Examining the Balance Sheets in the forms sho)vn last above, you fuid 
that John T. Long has current or available assets of $5,500 with which to 
meet $18,750 of current liabilities soon to become due, and if you put in 
$7,500 for a half-interest, you would yet lack $5,750 of being able to -meet the 
current debts. 

You find that C. M. Senter has current or quick assets of $15,550 to meet 
current debts of $14,250, and if you put in $7,500 for a half interest, the 
current debts could all be paid and there would be a balance for working 
capital of $8,800, in cash and available assets, which is very good for a small 
concern. 

69. The purpose of the Balance Sheet is not only to list the assets and 
liabilities to ascertain the net capital, but to segregate the various items so 
as to give the maximum of information to make clear the condition of the 
business. The foregoing illustrations will emphasize the importance of the 
Balance Sheet in one respect, but the Balance Sheet is one of the most 
important papers or exhibits of the results of the bookkeeping, and of vital 
interest to: 

1. The Manager 3. The Owner or Stockholder 

2. The Banker or Creditor 4. The Investor 

If properly prepared, it reveals the condition of the business and should 
be studied by the owner or stockholder to whom it is as important as the 
Profit and Loss Statement. The investor should study and understand it, 
and the banks will be especially interested in it, when considering a loan. 

69a. The foregoing Balance Sheets of John T. Long and C. M. Senter 
show the order in which the assets and liabilities are usually arranged. The 
assets are arranged in the order of their importance as to their being available 
to obtain the money to pay debts soon to become due. The liabilities are 
arranged in the order of their importance as to requiring attention by pay- 
ment. In a partnership, the form is the same, but the present net capital of 
each partner is arranged on the liability side in the position of C. M. Senter 
in the last illustration. For instance, if C. M. Senter and J. M. Jones were 
partners and the capital of each were $3,750, the Balance Sheet would show 

C. M. Senter, Present Capital, $3,750 
J. M. Jones, Present Capital, 3,750 

instead of, or in the place of C. M. Senter, Capital, $7,500. The result would 
be the same as if there were only one proprietor. 
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CHAPTER V 

W. J. EMEBSON & CO., WHOLESALE 

A Partnership 

70. This business is a continuation of the business of W. J. Emerson ending 
January 31, 192 , Chapter III, he having admitted W. H. Whitaker as an 
equal partner, in order to enlarge the business. The business is conducted 
under the name of W. J. Emerson & Co. It is designed for the business papers 
to be used, beginning in the Incoming Papers Tab, where the work ended on 
January 31, but the results will be exactly the same whether the business 
papers are used or not. 

The books to be used are the Cash Book, Purchases Book, Sales Book, 
Journal, Ledger, Notes Receivable and Notes Payable Book, and the Check 
Book, Bank Pass Book and the Incoming Papers Tab. The Ledger accounts 
as they are in the Ledger, after closing the £ooks of W. J. Emerson on Jan- 
uary 31, stand ready to receive this business. New accounts are to be opened ' 
as needed. References lb, 2b, 3b, etc., refer to entries for similar transactions 
in the preceding set. References la, 10a, etc., refer to similar transactions 
in Chapter II. 

71. Opening the Books: The admission of a partner requires the same 
steps, in a general way, as the forming of a new partnership. In fact, it is a 
new partnership. The Articles of Copartnership, usually the work of a lawyer, 
should be signed, executed and filed with the Balance Sheet as of January 31, 
attached. Read ** Partnership Accounting" beginning at page 104. The 
opening entry should state the essential facts, so that any one taking 
charge of the books may have the necessary information at hand. The details 
of the partnership agreement, Articles of Copartnership, are omitted from the 
opening entry because it is not desirable that those who may have access to 
the books should know the private affairs of the firm. 

72. Preliminary: Write your name on the outside cover of the books to 
be used, and page the Cash Book, Purchases Book and Sales Book. Write the 
headings of the columns in the Cash Book, the same as the Cash Book in the 
preceding business. Turn to the Incoming Papers Tab for the papers for 
Transaction No. 76, and prepare the opening entry on the next blank page of 
the Journal. As the assets and liabilities representing W. J. Emerson's Cap- 
ital, or net investment, are already in the Ledger, it is not necessary to list 
them in the Journal. State the facts in the opening entry, writing them as 
worded in No. 76. 

As the investment of W. J. Emerson is represented by the Ledger Ac- 
counts as they appear in the Ledger, at the end of January, in Chapter III, 
it is not necessary to make any entry in the Journal for W. J. Emerson in 
this opening entry. The Balance Sheet at the end of January shows Mr. 
Emerson's investment. Mr. Whitaker accepts this statement as correct. The 
assets and liabilities of Mr. Emerson are already in the Ledger, and the 
same books are to be continued. Therefore, only one entry, for W. H. 
Whitaker 's investment, is necessary in this opening entry. In this case, the 
partners are to invest equal amounts, and the articles of agreement state that 
they are to share profits and bear losses equally, but if there was nothing said 
in the agreement about the division of profits, then, no matter what amount 
Mr. Whitaker might invest, the profits would be divided equally. Hence, the 
importance of having the division of profits specified in the agreement. 
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BUSINESS TRANSACTIONS 

No, 76. Feb. 1. W. J. Emerson has this day admitted W. H. Whitaker as an 
equal partner, according to the Articles of Copartnership, signed, ex- 
ecuted .and filed, to continue the business of W. J. Emerson, under 
the firm name of W. J. Emerson & Co. The partners are to invest 
equal amounts, and are to share profits and bear losses equally, and 
each is to receive a salary of $250 a month. 

W. J. Emerson's investment is represented by the book accounts, 
as shown by the Balance Sheet of January 31, 192 , which \V. H. Whitaker 
accepts. 

W. H. Whitaker invests cash $4,096.37, and the two story building and lot 
at Main and South Sts., now occupied by the store, at an agreed value of 
$16,000 for the building and $2,500 for the land, on which is a mortgage of 
$6,000 at 6% dated February 1, 192 , for three years, which the business 
assumes. 

Cash 

.Building 

Land 

Mortgage Payable 

W. H. Whitaker, Capital 
Investment as per agreement. 

Check the cash item in this opening entry for W. H. Whitaker, and enter the 
amount on the first line of the debit side of the Cash Book, **W. H. Whitaker, 
Investment, $4,096.37*' in the General column and check this item in the Cash 
Book. 

Transfer the old cash balance of the Cash account to the debit side of the 
Cash Book, **W. J. Emerson, Investment," and enter the amount in the Gen- 
eral column and check it to show it is not to be posted. Close the old Cash 
account, at the same time, by entering the same amount on the credit side 
*'to close.'' 

No. 77. Feb. 2. Paid Brown Stationery Co. $132.35 for office stationery and 

supplies. (3b). Paid Sinclair Oil Co. $43.25 for oil and gaso- 
line. (17b). 
No. 78. Feb. 2. Sold to Smith & Jones 2/10, n/60, 65 brls. Geneva Flour 

@ $8.50, 85 es. Royal Sweet Corn @ $4.35. Sold to Harper Bros., 

Detroit, Mich., 2/30, n/60, 75 bx. 12 lb. Chocolate @ $6.55, 75 brls. 

Harvester Apples @ $4.25. 

These are delivered prices. Prepaid freight to B. & 0. R. R. Co. 

$53.75 on bill to Smith & Jones, and $61.35 on bill to Harper 

Bros. (35b). 
No. 79. Feb. 3. Purchased of Seaman Grocer Co. merchandise as per Invoice 

No. 12, 3/15, n/60, $987.60. Purchased of Weston Tea & Coffee Co.. 

St. Louis, Mo., merchandise as per Invoice No. 13, 3/15, n/60. 

$1,134.25. Purchased of J. H. Morgan Grocer Co., Cincinnati, Ohio. 

Merchandise as per Invoice No. 14, 3/15, n/60, $896.74. (4b and 12b) . 
No. 80. Feb. 3. Gave Rush Printing Co. a check for $165.75 for printing 

advertising booklets and supplies for the sales department. (7b). 
No. 81. Feb. 3. Received a 30 day trade acceptance for $793.80 from Harper 

Bros, and allowed 2% discount on bill of Feb. 2, $810. (See 14a). 

Received $863.62 from Smith & Jones, to pay their bills of Jan. 17, 

$881.25 in full, allowing 2% discount. (9b). 
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No. 82. Feb. 3. Received $524.30 for sundry cash sales. (5b). 

No. 83. Feb. 4. Paid B. K. Miller & Co. $1,407.71, which pays balance of 
Invoice No. 7, $1,451.25, in full, deducting 3% discount. (15b). 
Paid See-Moon & Co. $1,790.47 in full for balance of invoice Jan. 19, 
$1,845.85, deducting 3% discount. (15b). Paid Atlas Trading Co. 
$1,451.94 in full for Invoice of Jan. 19, $1,496.85, deducting 3% dis- 
count. (15b). 

No. 84. Feb. 4. Received $623.90 for sundry cash sales. (5b). 

No. 85. Feb. 5. Pkid B. & O. R. R. Co. $131.25 for freight on goods purchased. 
(32b). Allowed Smith & Jones $28.75 for shortage on bill of Feb- 
ruary 2. (lib). 

No. 86. Feb. 5. Sold to J. M. Bryant & Co., Akron, Ohio, 2/30, n/60, 75 bx. 
12 lb. Chocolate @ $6.55, 50 cs. R. Sweet Corn @ $4.35. 

Sold to A. C. Williams & Co., Peoria, 111., 2/30, n/60, 75 bx. Silver 
Prunes @ $4.25, 50 cs. Glucose Syrup @ $4.15. 

Sold to A. H. Mohl & Co., Lansing, Mich., 2/30, n/60, 60 brls. 
G. Flour @ $7.85, 75 bskts. W. Peaches @ $2.25. 

Sold to Harper Bros. 2/30, n/60, 55 brls. H. Apples @ $4.25, 50 
brls. Early Potatoes @ $4.25. (6b). 

No. 87. Feb. 5. Received $881.02 from D. M. Noe & Co., on account and 
allowed 2% discount on balance of $899. (9b). Received $585.70 
for sundry cash sales. (5b). 

No. 88. Feb. 5. Received an allowance of $37.85 from Weston Tea & Cofifee 
Co. for shortage on Invoice of Feb. 3. Returned goods to the value 
of $68.75 to J. H. Morgan Grocer Co. from Invoice of Feb. 3, for 
credit, (lib). 

No. 89. Feb. 6. Paid office help for the week, $187.50. Paid payroll of sales 
force for the week, $218.60. Paid drivers of delivery trucks, 
$48.75. (34b). 

No. 90. Feb. 6. Purchased of United Fruit Co., Pittsburgh, Pa., merchan- 
dise as per Invoice No. 15, 3/30, n/60, $1,215.40. 

Purchased of R. K. Miller & Co., merchandise as per Invoice 
No. 16, 3/15, n/60, $1,225.30. 

Purchased of Weston Tea & Coflfee Co., merchandise as per 
Invoice No. 17, 3/15, n/60, $1,195.60. 

Purchased of See-Moon & Co., merchandise as per Invoice No. 
18, 3/15, n/60, $947.50. (4b and 12b). 

No. 91. Feb. 6. Paid Seaman Grocer Co., $1,162.79, in full for Invoice of 
Jan. 23, $1,198.75, deducting 3% discount. 

Paid Logan, Bryan & Co. $1,234.18 in full for Invoice of Jan. 23, 
$1,272.35, deducting 3% discount. (15b). 

No. 92. Feb. 8. Delivered to W. J. Emerson for private use : 3 cs. R. Sweet 
Corn @ $4.35, 2 bx. 12 lbs. Chocolate @ $6.55, 4 cs. Glucose Syrup 
@$4.15. (22b). W. II. Whitaker drew $125 for personal use. (22b). 

No. 93. Feb. 8. Received $1,153.95 from W. II. Mason & Sons on account 
and allowed 2% discount on balance of bill of Jan. 24, $1,177.50. 

Received $923.65 from Dwight Bros, on account and allowed 
2% discount on bill of Jan. 24, $942.50. 

Received $1,018.46 from Davis Bros, on account, and allowed 
2% discount on balance of bill of Jan. 24, $1,039.25. (9b). 
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No. 94. Feb. 8. Post the books to date, and ascertain the cash balance. 
See instructions following 16b. 

No. 95. Feb. 9. Paid Nelson Contracting Co. $750 for remodeling the second 
floor of Store Building to be rented for offices. (Debit Building 
account on the credit side of the Cash Book. This is a permanent 
improvement and represents an additional investment in real estate). 

No. 96. Feb. 9. Paid Watts Decorating Co. $315.40 for decorating rooms and 
varnishing floors of offices on second floor. (Debit Building account 
on the credit side of the Cash Book. Usually this would be debited 
to Real Estate Expense and Income, but until the building is ready 
to be occupied every cost is charged to the Building account, then 
after the building is ready or is occupied such costs are charged to 
Real Estate Expense and Income. This account might be calle'^ 
** Building Expense and Income'* if preferred. 

No. 97. Feb. 9. Received $612.85 for sundry cash sales. (5b). 

No. 98. Feb. 9. Received a 30 day trade acceptance for $694.57, dated Feb. 
5, from J. M. Bryant & Co., on account, and allowed 2% discount on 
bill of Feb. 5, $708.75. Received a 30 day trade acceptance for $515.72, 
dated Feb. 5, ifrom A. C. Williams & Co., on account, and allowed 2% 
discount on bill of Feb. 5, $526.25. Received a 30 day trade accept- 
ance for $626.95, dated Feb. 5, from A. H. Mohl & Co. on account, and 
allowed 2% discount on bill of Feb. 5, $639.75. (Enter in Journal 
separately. Enter acceptances in Notes Receivable Book. When a 
trade acceptance falls due within the discount period, the discount is 
allowed the same as on a cash payment. See 9b). 

No. 99. Feb. 9. Sold to D. M. Noe & Co., 2/15, n/30, 500 lbs. Green Tea @ 
72c, 100 bx. Evap. Apples @ $4.75. 

Sold to Davis Bros. 2/15, n/30, 2,000 lbs. Granulated Sugar @ 
12c, 100 cs. Ideal Tomatoes @ $4.75, 50 bx. A. A. Prunes @ $5.75. 

Sold to Dwisrht Bros. 2/15, n/30, 100 cs. i/4 lb. G. Pepper @ $5.25, 
600 lbs. Oolong Tea @ 65c. 

Sold to W. H. Mason & Sons 2/15, n/30, 800 lbs. M & J CoflPee 
@58c. 100 cs. Lima Beans @ $4.35. (6b). 

No. 100. Feb. 9. -Paid Auto Repair Co. $98.35 for repairing delivery trucks. 
(17b). Received $11.25 from Brown Stationery Co. as refund for 
overcharge on bill of Feb, 2. (Credit Administrative expense on the 
debit side of the Cash Book). Received $13.25 from Rush Printing 
Co. as a rebate on bill of Feb. 3. (Credit Selling Expense). 

No. 101. Feb. 10. Leased the second floor offices of store building to Healy & 
Frost, law firm, for one year from this date at $240 a month, and re- 
ceived their check for one month's rent, from February 1. (Credit 
Real Estate Expense and Income on the debit side of the Cash Book.) 

No. 102. Feb. 10. W. J. Emerson and W. H. Whitaker each withdrew $2,500 
from investment. (Debit each partner's Capital account on the credit 
side of the Cash Book. See 33b). 

No. 103. Feb. 10. Borrowed $5,000 at the Central National Bank on our 15 day 
note at 6%, proceeds, $4,987.50. (See 23a and 40b.) Enter in Notes 
Payable Book. 
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No. 104. Feb. 10. Discount the following trade acceptances at the bank at 
1%; Harper Bros. 30 day acceptance, $793.80, J. M. Bryant & Co. 
30 day acceptance, $694.57, A. C. Williams & Co., 30 day acceptance, 
$515J2, A. H. Mohl & Co. 30 day acceptance, $626.95. Discount 
$26.31. Proceeds, $2,604.73. 

Credit ** Notes Receivable Discounted" on the debit sidfe of the 
Cash Book for the face value, $2,631.04. Debit Interest and Dis- 
count on the credit side of the Cash Book, $26.31. Make the proper 
record in the Notes Receivable Book. 

Contingent Liability: The above acceptances have been dis- 
counted at the bank and the cash received for them but in order to 
transfer an acceptance or note to the bank, we must indorse the 
paper. This indorsement makes us responsible for the paper, if the 
maker or acceptor does not pay when due, so until these papers are 
due and paid they are each a possible liability of ours, because we 
must pay the bank if the maker or acceptor does not. For this 
reason, accountants insist upon opening an account for ** Notes 
Receivable Discounted," to show the ** Contingent Liability," until 
the discounted paper becomes due and is paid.. When the time has 
expired for the notes or acceptances to become due, if the bank 
does not call upon us to make any of the paper good, this ** Con- 
tingent Liability" is removed, and the ** Notes Receivable Dis- 
counted" account is closed, by journal entry, and transferred to 
the Notes Receivable account. 

No. 105. Feb. 11. Purchased of Atlas Trading Co. merchandise as per Invoice 
No. 19, 3/15, n/60, $1,894.25. Purchased of Logan, Bryan & Co. mer- 
chandise as per Invoice No. 20, 3/15, n/60, $2,136.40. Purchased of 
Seaman Grocer Co. merchandise as per Invoice No. 21 3/15, n/60, 
$1,912.30. 

No. 106. Feb. 11. Received $624.35 for sundry cash sales. (5b). 

No. 107. Feb. 12. Sold to Johnson & Meyer, Erie, Pa., 2/15, n/30, 500 lbs. 
Lipton's Tea @ 95c, 500 lbs. Cinnamon @ 90c, at delivered price. 
Prepaid freight to C. & E. I. R. R. Co. $29.85. 

Sold to A. H. Mohl & Co., 2/15, n/30, 100 cs. Lima Beans @ $4.35, 
125 doz. bx. Graham Crackers @ $4.85, at delivered price. Prepaid 
freight to C. & E. I. R. R. Co. $24.35. (6b). 

No. 108. Feb. 12. Received $875.63 from Smith & Jones on account and 
allowed 2% discount on balance of bill of Feb. 2, $893.50. (9b.) 

No. 109. Feb. 13. Paid office help for the week $187.50. Paid the pay roll of 
sales force for the week, $218.60. Paid drivers of delivery trucks for 
the week, $48.75. (16b). 

No. 110. Feb. 15. A. H. Mohl & Co. returned 10 doz. bx. Graham Crackers at 
$4.85 for credit. Allowed Davis Bros. $37.50 for damaged goods on 
bill of Feb. 9. (15a). 

No. 111. Feb. 15. Paid C. M. & St. Paul R. R. Co. $118.75 for freight on goods 
purchased. (Debit Freight In on the credit side of the Cash Book). 

No. 112. Feb. 15. Received an allowance of $44.25 from Atlas Trading Co. 
for damaged goods on Invoice No. 18, Feb. 11. Returned goods to 
Logan, Bryan & Co. to the value of $36.40 for credit, (lib). 
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No. 113. Feb. 15. Gave Atlas Trading Co. a 30 day note for $1,850 at 6% on 
account. Gave Logan, Bryan & Co. a 30 day note for $2,100 at 6% 
on account. 

No. 114. Feb. 15. Post the books to date and ascertain the cash balance. 

(See No. 94). 

No. 115. Feb. 16. Paid E. L. Jones for janitor service for oflSces on second 
floor, $32.50. (Debit Real Estate expense and Income). Paid Brown 
Stationery Co. $138.65 for office stationery. (Debit adminsitrative 
expense. 

No. 116. Feb. 16. Sold to J. M. Bryant & Co., 2/15, n/30, 100 cs. Cinnamon, 
1,500 lbs. @ 90c, 750 lbs. Oolong Tea @ 65c. 

Sold to A. C. Williams & Co., 2/15, n/30; 2,000 lbs. M & J Coffee 
@ 48c, 50 cs. Butter Prints, 2,500 lbs. @ 42c. 

Sold to Johnson & Meyer, 2/15, n/30, 100 bu. Evap. Apples @ 
$4.75, 100 bx. A. A. Prunes @ $5.75. 

Sold to Harper Bros., 2/15, n/30, 1,250 lbs. Oolong Tea @ 65c, 
300 lbs. Cloves @ $1.35. 

No. 117. Feb. 17. Paid Weston Tea & Coffee Co. $1,063.51 and received 3% 
discount on balance of Invoice of Feb. 3, $1,096.40. (15b). Re- 
ceived $721.85 for sundry cash sales. (5b). 

No. 118. Feb. 18. Paid Owen Coal Co. $180 for 40 tons of coal for heating 
store building. (Debit Administrative Expense on the credit side 
of the Cash Book). 

No. 119. Feb. 18. Paid the Daily News $128.50 for advertising space from 
Feb. 11 to Feb. 18. (Debit Selling Expense on the credit side of the 
Cash Book). 

No. 120. Feb. 18. Purchased of United Fruit Co. merchandise as per Invoice 
No. 22, 3/15. n/60, $1,254.35. Purchased of J. H. Morgan Grocer 
Co. Invoice No. 23, 3/15, n/60, $948.75. Purchased of Weston Tea 
& Coffee Co. Invoice No. 24, 3/15, n/60, $750. Purchased of Atlas 
Trading Co., Invoice No. 25, 3/15, n/60, $850. 

No. 121. Feb. 18. Paid Seaman Grocer Co. $957.97 and received 3% discount 
on Invoice of Feb. 3. Paid J. II. Morgan Grocer Co. $803.15 on 
account and received 3% discount on balance of Invoice of Feb. 3, 
$827.99. (15b). W. J. Emerson drew $52.50 for his private use. 

No. 122. Feb. 18. Received $1,758.75 from D. M. Noe & Co. to pay their 30 
day note of $1,750 at 6% and interest. Received $1,909.50 from 
W. H. Mason & Sons to pay their 30 day note of $1,900 at 6% and 
interest. (Enter in Cash Book separately. Credit Notes Receiv- 
able on the debit side of the Cash Book, and, on the next line, credit 
Interest and Discount for the amount of the interest in each case. 
Write ** Interest on above note'* in the explanation column to explain 
the Interest and Discount entries). 

No. 123. Feb. 18. Paid R. K. Miller & Co. $1,658.25 to pay our 30 day note 
of $1,650 at 6% and the interest, due today. Paid Seaman Grocer 
Co. $1,809.00 to pay our 30 day note for $1,800 at 6%. and the interest, 
due today. (Enter separately. Debit Notes Payable on the credit 
side of the Cash Book for the face value, and, on the next line, debit 
Interest and Discount for the amount of the interest in each case). 
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No. 124. Feb. 18. When the pages of the Cash Book are filled or nearly so, 
transfer the Cash Book to the next two blank pages by ruling single 
and double red ink lines, near the bottom, across the filled page, 
making the lines exactly opposite on each page, regardless of whether 
both pages are filled to the same line. Total each column of each 
page between the ruled lines, and write * * amounts carried forward ' ' 
on the same line as the footings, and turn to the next two blank pages 
and write ** amounts brought forward*' on the first writing line 
of the new pages, and bring the totals of the columns of the pre- 
ceding pages to the top of the proper columns of these new pages, 
then proceed with the entries that follow, as usual. Transfer the 
Cash Book at this point, though the pages may not be entirely filled. 

No. 125. Feb. 18. Post the books to date, and ascertain the cash balance. 

No. 126. Feb. 19. Received $15.75 from C. M. & St. Paul R. R. Co. rebate on 
freight bill of Feb. 15. W. H. Whitaker returned $18.75 of the 
money drawn for his private use on Feb. 10. Received $895.40 for 
sundry cash sales. 

No. 127. Feb. 19. Sold to D. M. Noe & Co., 2/15, n/30, 20 cs. Cloves, 500 lbs. 
@ 85c, 1,000 lbs. Black Tea @ 72c. 

Sold to Davis Bros., 2/15, n/30, 1,000 lbs. Condor Coffee @ 85c, 
500 lbs. Oolong Tea @ 65c. 

Sold to Dwight Bros. 2/15, n/30, 100 bx. Silver Prunes @ $5.15, 
125 brls. Va. Sweet Potatoes @ $4.20. 

Sold to Smith & Jones, 2/15, n/30, 2,000 lbs". Granulated Sugar 
@ 13c, 125 bx. H. Apples @ $4.75. 

No. 128. Feb. 20. Paid office help for the week, $187.50. Paid pay roll of 
sales force, $218.60. Paid drivers of delivery trucks, $48.75. 

No. 129. Feb. 20. Received $437.32 from Harper Bros, on account and 
allowed 2% discount on bill of Feb. 5. Received $624.95 for sundry 
cash sales. 

No. 130. Feb. 20. Received a 30 day note for $2,010 at 6% from A. C. Williams 
& Co. on account. Received a 30 day note for $1,837.50 at 6% from 
J. M. Bryant & Co. on account. 

No. 131. Feb. 22. Paid United Fruit Co. $1,178.94 on account and received 3% 
discount on Invoice of Feb. 6. Paid R. K. Miller & Co. $1,188.54 
and received 3% discount on Invoice of Feb. 6. Paid See-Moon & 
Co. $919.07 and received 3% discount on Invoice of Feb. 6. 

No. 132. Feb. 23. Purchased of R. K. Miller & Co. merchandise as per Invoice 
No. 26, 3/15, n/60. $1,285.70. Purchased of See-Moon & Co. Invoice 
No. 27, 3/15, n/60, $1,321.75. 

No. 133. Feb. 24. W. J. Emerson and W. H. Whitaker gave their personal 
checks for $1,500 each, as an additional investment. 

No. 134. Feb. 24. Collected $73.25 for United Fruit Co., which they instruct 
us to place to their credit. 

No. 135. Feb. 24. Allowed Harper Bros. $84.25 for damaged goods on bill 
of Feb. 16. 
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No. 136. Feb. 24. Purchased of Logan, Bryan & Co. merchandise' as per 
Invoice No. 28, 3/15, n/60, $650. Purchased of Seaman Grocer Co. 
Invoice No. 29, 3/15, n/60, $750. 

No. 137. Feb. 24. Sold to W. H. Mason & Sons, 2/15, n/30, 30 bx. Evap. 
Apples @ $3.75, 15 cs. Ideal Tomatoes @ $3.25. 

Sold to A. H. Mohl & Co. 2/15, n/30, 1,500 lbs. M & J Coffee @ 
45c, 50 cs. Lima Beans @ $4.35. 

Sold to A. C. Williams & Co., 2/15, n/30, 1,000 lbs. Oolong Tea 
@ 65c, 1,000 lbs. Granulated Sugar @ 12c. 

Sold to J. M. Bryant & Co. 2/15, n/30, 50 cs. ^4 lb. Ground Pepper 
@ $5.25, 1,000 lbs. Lipton Tea @ 75c. 

No. 138. Feb. 24. Paid C. & A. R. R. Co. $187.50 for freight on goods pur- 
chased. Received $484.35 for sundry cash sales. 

No. 139. Feb. 24. Received $818.30 from D. M. Noe & Co. and allowed 2% 
discount on bill of Feb. 9. Received $896.70 from Dwight Bros, and 
allowed 2% discount on bill of Feb. 9. Received $945.70 from Davis 
Bros, and allowed 2% discount on balance of bill of Feb. 9, $965. 
Received $881.02 from W. H. Mason & Co. and allowed 2% discount 
on bill of Feb. 9. 

No. 140. Feb. 25. Received $716.50 for sundry cash sales. Paid Central 
National Bank $3,500 for our 30 day note due today. (Interest was 
paid in advance on this note.) 

No. 141. Feb. 25. Paid our $5,000 note at the Central National Bank by 
giving a new note, 30 days, for $3,750 at 6% and our check for the 
difference and the interest on the new note. (56b). 

No. 142. Feb. 26. Paid Murch Bros. $47.50 for repairing and revarnishing 
office furniture. Paid Empire Fixture Co. $68.50 for repairing and 
resetting Store Fixtures. (Debit Office Equipment Expense and 
Store Fixtures Expense.) 

No. 143. Feb. 26. Paid Seaman Grocer Co. $1,854.93 on account and received 
3% discount on Invoice of Feb. 11. 

No. 144. Feb. 26. Allowed D. M. Noe & Co. $47.50 for shortage on bill of 
Feb. 19. 

No. 145. Feb. 27. Paid office help for the week $187.50. Paid sales force 
for the week $218.60. Paid delivery drivers for the week $48.75. 

No. 146. Feb. 27. Received $906.50 from Johnson & Meyer which pays bill 
of Feb. 12 in full, allowing 2% discount. Received $972.89 from 
A. n. Mohl & Co. to pay balance of $992.75 on bill of Feb. 12. Re- 
ceived $649.75 for sundry cash sales. 

No. 147. Feb. 28. Paid partners $250 each for their salaries for the month. 
(Charge half to Administrative Expense and half to Selling Expense. 
If a separate salary account were kept, this would be charged to 
* * Salaries ' ' account. ) 

No. 148. Feb. 28. Post the books to date, but before beginning to post read 
61b. Follow the instructions given there. After posting, take a 
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Trial Balance, then prepare and post journal entries to record the 
following inventories: 

Merchandise Inventory, Feb. 28 $12,896.80 

Insurance (expired) 15.00 

Accrued Assets: 

Interest Accrued on Notes Receivable $5.13 

Interest Paid in advance on loan at bank 16.87 

Accrued Liabilities : 

Interest accrued on Notes Payable $8.56 

Interest accrued on Mortgage Payable 28.00 

Unpaid office help 31.25 

Unpaid sales force 36.43 

Unpaid delivery drivers 8.13 

Deferred Charges to Operation : 

Postage and office supplies on hand $42.50 

Advertising matter on hand 67.50 

Depreciation : 

10% on Office Equipment $74.70 

10% of Store Fixtures 78.84 

10% on Delivery Equipment 105.00 

2% on Building 341.30 

Heserve for Doubtful Accounts : 
Additional reserve of 3% of Accounts Receivable $275.87 

Note: The above depreciation and the reserve for bad debts is in addition to the 
depreciation and reserve set up at the end of January. In practice, 10% depreciation would 
not be written oflP for a period of one month. If the Ufe of property such as delivery equip- 
ment is estimated at 10 years, then 10% would be the depreciation for one year. Fifteen 
per cent per year would be more reasonable for delivery equipment, considering the life 
of trucks to be six years, which would write off 90% in six years and the balance would 
be considered the scrap value. On oflSce equipment and store fixtures, 10% depreciation 
on a basis of 10 years would be allowable. On buildings not more than 2% or 3% should 
be written off. On some kinds of machinery from 10% to 50% would be reasonable, depend- 
ing on the probable life of the machines. 

No. 149. Take the Final Trial Balance, and prepare a Balance Sheet, Profit 
and Loss Statement and close the books, showing the Trading Section, and the 
Profit and Loss Section in the Profit and Loss account to conform with the Profit 
and Loss Statement. See Illustration No. 27. 

No. 150. You are instructed to close the partners' Personal accounts into 
their Capital accounts and to distribute the surplus or net profit by crediting 
each partner's Capital account with his share of the profit. (See 65b.) 

No. 151. Take a proof Trial Balance and compare it with the Balance Sheet. 

No. 152. Prepare and post journal entries to close Accrued Assets, Accrued 
Liabilities and Deferred Charges to Operation accounts, and transfer the items 
under these accounts back to the Operating expense accounts that are affected. 
Date these March 1. 

No. 153. We have just learned that W. 11. Mason & Sons have utterly failed, 
and the amount they owe us is a total loss. Prepare and post a journal entry to 
adjust this loss and close their account. (Debit ** Reserve for Doubtful Ac- 
counts" and credit W, H. Mason & Sons.) (See 68b.) 
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No. 154. Work out a comparative statement for W. J. Emerson Chapter III, 
for the month of January, and the data from this, the business of W. J. Emerson 
& Co., Chapter V, for the month of February, comprising the Cost of Goods 
Sold, Net Sales, Gross Profit, Operating Expenses and the Net Profit for each 
period. 



73. ComparatlTO Statenent, W. J. Emerson & Co. of 

coats, aalas, Ezpanaes, Profits and Peroentages for 

January and Fabmary, 192 










January 
192 


Per Cent 
of 

SBlBB 


Pebmary Per Cent 
192 of 
sales 


Inorease 


Deorease 


net sales 


14672 


30 




29416 


20 


14843 


90 






Cost of Goods sold 


9623 


80 


17184 


00 




7360 


20 






Cross Profit 


4748 


60 


32. 68$^ 12232 


20 


41.88^ 


7483 


70 






Operating Expenses 


3039 


49 


20. 85^ 3816 


80 


12.94^ 


777 


31 






Het Profit 


1971 


37 


13.625( 


8086 


26 


27.4956 


6114 


88. 







ILLUSTRATION NO. 54. COMPARATIVE STATEMENT 

74. Mr. Emerson calls your attention to the fact that on February 1, we 
had cash on hand $15,127.66, and now on February 28 we have cash on hand 
$14,945.40, and that your report shows our net profit to be $8,086.25. He asks 
you '* Where is this profit ?'' The following statement showing the increase and 
decrease in Assets and Liabilities will show where this profit is : 





Feb. 1 


Feb. 26 










192 


192 


Increase Deorease 




Assets: 




















Cash 


16127 


66 


14945 


40 






182 


26 




Botes Reoelvable 


3650 


00 


3847 


50 


197 


50 








Aooounts Reoelvable 


4692 


52 


8690 


90 


3996 


36 








Insuranoe 


165 


OC 


150 


00 






15 


00 




ICdse. Inventory 


6954 


75 


12896 


80 


3942 


05 








Aocrned Assets 


21 


3C 


36 


24 


14 


94 








Deferred Assets 


198 


9C 


110 


00 






88 


90 




Office Equipment 


672 


3C 


597 


60 






74 


70 




Store Fixtures 


709 


56 


630 


72 






78 


84 




Delivery Equipment 


945 


00 


640 


00 






105 


00 




Building 


16000 


OC 


16724 


10 


724 


10 








Land 


2500 


00 


2500 


00 












Vet Inorease In Assetc 














6332 


27 






6876 


97 


8676 


97 




Liabilities: 












Votes Payable 


6950 


00 


7700 


00 


750 


00 








Aoootmts Payable 


7265 


05 


9079 


40 


1614 


35 








Accmed Liabilities 


229 


20 


112 


37 






116 


83 




mortgage Payable 


6000 


00 


6000 


00 












vet Increase In 




















Liabilities 














2447 


PS 






2564 


35 


2564 


35 





ILLUSTRATION NO. 66. 



INCREASE AND DECREASE OP ASSETS AND LIABILITIES TO SHOW 
DISTRIBUTION OF PROFIT 
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Increase in Assets $8,332.27 

Less Increase in Liabilities 2,447.52 

Net Increase $5,884.75 

Add: 

Withdrawn by partners $2,000.00 

Partners' Drawing Accounts 201.50 

Net Profits as per Exhibit B $8,086.25 

In the Assets, every increase shows a gain, and every decrease shows a loss. 
In the Liabilities, every increase shows a loss, and every decrease shows a gain. 
The Net Increase in Assets show $8,332.27 gain. The Net Increase in Liabilities 
shows $2,447,52 loss. The difference, $5,884.75, shows the part of the profit in 
the Assets over the Liabilities. The Partners have drawn against the profits 
$2,201.50 which added to the $5,884.75 accounts for the net profit for the period, 
$8,086.25. Usually, when the partners draw against profits, the amounts drawn 
are debited to their Personal accounts, unless otherwise instructed. 



75. COlflPAKATIVE STATEMENT. 



CENTRAL CONTRAOTINa CO. 

the results for the corresponding 



The following statement compares 
months each year for four years. It may be extended to each month for the 
year, and for any number of years desired 



Ootober 1917 
ToluB. 118.520.78 
Loas 182.85 
Gain 


1918 
123,697.39 

2,390.22 


1919 
#17.944.77 

1.076.32 


1920 
#17.916.15 

3.634.05 


VOT«ml>«r ' 1917 
TolQBC 116.967.32 
Loss 806*22 
Gain 


1918 
#14.785.42 
200.16 


1919 
#16.059.03 

1,157.93 


1920 
#15.207.41 

1.274.96 


Seoamber 1917 
Tolnma #10.482.69 
Loas 1.604.36 
Gain 


1918 
#13,727.00 

1.618.16 


1919 
#14,873.13 

2.. 160.98 


1920 
#17,615.32 

4.106.61 


Total 3 Months 1917 
Tolnma #44.970.69 

SIS «'*»^'*^ 


1916 
#62,409.81 

3.808.23 


1919 
948.876.93 

4.386.23 


1920 
#60,737.88 

6,914.52 



ILLUSTRATION NO. 50. MONTHLY COMPARATIVB STATEMENT. 

A comparative statement of this kind may be prepared for any business 
where the inventory is taken at the end of each month, or each three months 
in which case use First Quarter, Second Quarter, Third Quarter, Fourth Quar- 
ter in the place of the name of the month. 

PBOBLEM 10. DETAILED STATEBIENTS AND SCHEDULES 

Prepare a detailed Statement reconciling the amount of the Administrative 
Expense and the amount of the Selling Expense in the business of W. J. Emer- 
son & Co., for the month of February. Prepare Schedules reconciling Ac- 
counts Receivable and Accounts Payable, giving the due dates. See paragraph 
33 and 34 and notes and illustrations. 
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COMPARATIVE BAI«ANCE SHEET 

Comparative Balance Sheet: The Balance Sheets of two or more different 
periods may be arranged in parallel columns for easy comparison. The Bal- 
ance Sheet of a business at the beginning of the year may be compared with 
the Balance Sheet at the end of the year. The same is true for any two periods. 
The purpose is to indicate the changes in the condition of the business. Usually 
the reports and statements already shown are suflficient information for the 
management, but a comparative Balance Sheet and a comparative Profit and 
Loss Statement may be furnished. The following is the comparative Balance 
Sheet of W. J. Emerson for January with the Balance Sheet of W. J. Emerson 
& Co. for February. Profit and Loss Statements may be compared in the same 
way. The student is required to prepare this comparative Balance Sheet from 
his books in the form shown in the following : 

Comparative Balance Sheet of W. J. Emerson and W. J. Emerson & Co. at 
the end of January with their Balance Sheet at the end of February. 



Current and Aoorued Asaets: 



Cash ......' 

Votes Reoeivable 

Leaa Hotea Reo. Diaoounted . . . 
Aocoonta Beoelvable 

Leaa Heaerve for Bad Debts • . . 

Aoomed Aaaeta 

KdSe. Inventory, Jan. 31 . . . . . 

Total Current and Aoonaed Aaaeta 

Deferred Aaaeta: 



Inauranoe unexpired . • . 

Offioe Suppliea on hand . 

Advert lalng Hatter on hand 

Total Deferred Aaaeta 



Fixed Aaaeta: 



Offioe Equipment 

Leaa Rea. for Depreoiation 
Store Fixtures 

Leaa Rea. for Depreciation 
Delivery Kquipnent 

Leaa Rea. for Depreoiation 
Building 

Le^a Rea. for Depreoiation 

Land . , . 

Total Aaaeta 



Xlabilltiea: 

notes Payable » • • 

Aoeounta Payable 1 . . 

Aoorued Llabilitiea 

]£ortgage Payable 

Total Liabilities 

Bet worth or Present Capital 



January , 192 



February, 192 



4939.60 
246.96 



165.00 
72.60 



747.00 
74,70 



788.40 
76.94 



1060.00 
106 »W 



6950.00 

7266.05 

229.20 



11031.29 
3660.00 



4692.62 

21.30 

8964.76 



28349.86 

363.90 

672.30 
709.66 
946.00 



31040.62 



14^44.26 



16596 37 



6476.64 
2W1»04 



9196.75 



150.00 
42.60 
67.60 



^47. 00 

,14? .40 

786.46 

167.66 



1050.00 
341.30 



7700.00 

9079.40 

112.37 

6000.00 






14946.40 

3647.60 

8690.90 
36.24 



«H? 



260.00 

697.60 

630.72 

640.00 

16724.10 
EgQOiQO 



61969.26 



22691.77 
i§0»^.45 



ILLUSTRATION NO. 57. COMPARATHTB BAIxANCE SHEET 



Prepare a comparative Profit and Loss Statement for W. J. Emerson, 
Chapter 11, and W. J. Emerson & Co., Chapter V, in similar form to the com- 
parative Balance Sheet above. Comparative Statements are a satisfaction 
and are useful, but the papers already suggested to be submitted to the man- 
agement are in more usable form for the average person. 
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PROBLEM 11. COlflPAAATIVE STATEMENT 

The following shows the Final Trial Balances before closing for the last 
two six month periods of J. C. Miner & Co. Prepare a Balance Sheet and a 
Profit and Loss Statement from each of these Trial Balances, then prepare a 
Comparative Statement of the two periods, showing Costs, Sales, Expenses, 
Profits and Percentages, as in paragraph 73. All adjustment entries have 
been made and posted. The Merchandise Inventory at the beginning of each 
period is shown in the Trial Balance. The Merchandise Inventory at the end of 
the first period was $16,421.75, and at the end of the second period is 
$23,275.60. The first period extends from January 1 to June 30, and the second 
period from July 1 to Dec. 31. 

F inal Trial Balano e, J. C . Miner A Co. for Kovftmbftf an d Deomnber. 



J* C* Jflners. Capital • . . . « 
J* C« Miners, Personal .... 

C« ?• Jones, Capital 

C. P. Jonee, Personal 

cash 

votes Reoelvable 

Aooounts ReoelTable 

Votes Payable 

Aoooants Payable 

Insnranoe 

Offloe Eqtilpinei&t 

Store Fixtures 

Delivery Equipment 

Mdae. Inventory at beginning 

of the period 

Purohases . . . .« 

Porohases Rettims and Allowanoes 

Freight In 

S^urohases Slsoount . .' 

sales 

Sales Returns and Allowanoes 

Sales Dlsootint 

Freight Out 

Administrative Expense .... 

Selling Expense .V 

Delivery Expense 

Loss on Bad Debts 

Interest and Dlsoonnt 

Aoorued Assets 

Aoorued Liabilities 

Deferred Charges to Operation . 
Reserve for Dep.on Offloe Equip. 
Reserve for Dep.on Store Fixtures 
Reserve for Dep.on Delivery Equip 
Reserve for Bad Debts 



Final Trial Balanoe 


Final Trial Balance 


June 30 


. 192 j 


Deo. 


31, 192 1 






12000 


00 






14195 


60 


127 


50 






168 


75 










12000 


00 






14195 


60 






51 


26 


123 


25 






6748 


50 






6214 


85 






4942 


76 






5695 


45 






6875 


60 






8614 


20 










5645 


90 






4574 


80 






2875 


30 






6275 


30 


320 


00 






240 


00 






897 


50 






897 


50 






1125 


00 






1125 


00 






875 


00 






875 


00 






9864 


50 






16421 


75 






32394 


20 






39496 


50 










341 


75 






845 


20 


628 


90 






625 


30 










787 


50 






1157 


60 






36829 


40 






48796 


75 


437 


25 






595 


80 






342 


75 






427 


50 






349 


60 






624 


75 






1285 


40 






1564 


25 






2950 


45 






3743 


85 






1136 


40 






1387 


50 






385 


00 






325 


00 






125 


75 






175 


60 






328 


90 






475 


60 










275 


60 






385 


90 


341 


50 






498 


75 










89 


75 






179 


50 






112 


50 






225 


00 






87 


50 






176 


00 






385 


9Q 






710 


oa 


71481 


45 


71481 


lb 


407l6 151 


40*16 


15 



Suggestion: "While the problems in between the sets are as important as 
the bookkeeping, it is not the idea to hold the student away from the regular 
bookkeeping work. The intention is for the student to proceed with the reg- 
ular work of bookkeeping and work out the problems at convenient times so as 
not to interfere with the regular class work. It is not necessary that all stu- 
dents be held at the same place in the course. The discussions of material points 
that may be taken up in class will be as valuable to the student whatever the 
advancement in the bookkeeping. However, the nearer a student works out 
the problems up to his advancement in the course the better, and the more 
satisfactory and successful will be the results. 
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PABTNEBSmP ACCOUNTING 

76. The purpose of forming a partnership may be to concentrate more cap- 
ital needed to enlarge the business, or to combine different kinds of business 
efficiency, or for the cooperation of persons of wealth with a person, or persons, 
who have the necessary knowledge and experience. To eliminate competition 
and to economize on expenses are other reasons for forming partnerships, and 
the reasons such organizations will continue to be formed. 

All partnerships should begin with a written contract or agreement, 
known as *' Articles of Copartnership/' which should be prepared by a law- 
yer, in which all the essential facts of the understanding between the partners 
are clearly stated, such as: 

1. Date, and names of the parties. 5. Provision for signing papers and 

2. Purpose, name of business, and checks. 

name of firm. 6. Duties or rights of partners. 

3. Assets and Liabilities, guarantee, 7. Duration of fiscal period when 

and attached schedules. profits are to be distributed. 

4. Amount of investment, division 8. Liquidation upon dissolution. 

of profits and losses, withdraw- 
als and compensation. 

77. The legal relations of partners in the event of death, retirement, their 
liability under certain conditions, etc., cannot be discussed here sufficiently 
comprehensive, and the accountant should make a careful study of them in 
the law text and special works on this subject. The liability of partners may 
be unlimited, as in the case of a ** common law partnership," or a limited 
partnership may be created by **act of legislature" of the state in which 
it is located, whereby the liability of the partner is limited. 

The simple fact that a person shares in the profits of a business does not 
necessarily mean that a partnership exists, but it is one indication. One may 
agree to receive a share of the profits of a business in lieu of rent or rights 
and yet not be a partner nor liable for debts of the business as a partner. If 
a person should allow his name to be used as if he were a partner in order 
to influence others, he is liable as a partner whether he is a partner or not. 

78. Accounting: The system of bookkeeping and accounting in a part- 
nership business, is in no way different from that of an individual or sole 
proprietor, except that separate Capital accounts are kept for each part- 
ner. The routine of bookkeeping is the same. The purpose of the owners' 
Personal account, sometimes called the ** Drawing Account," is to keep the 
smaller items, not intended for investment nor withdrawal from capital, 
out of the Capital account. At the end of the year or period, the Personal 
account may be closed into the Capital account, or allowed to run as desired 
by the owners. Traveling expenses or other expenses of a partner or owner in 
the interest of the business, would be charged to an expense account and cash 
credited, when he is reimbursed for the money spent, but should the partner 
hand in his expense slip and not desire the cash, a journal entry would be re- 
quired. Debit ** Traveling Expense" or ** Administrative Expense" or what- 
ever is the proper expense account, and credit the partner's Personal account. 

79. Opening Entries: If two or more persons form a partnership, the 
opening entry should contain a separate journal entry for each. If there are 
assets and liabilities, each asset is debited and each liability is credited, and 
the Partner's Capital account is credited for the difference — his net invest- 
ment. 
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Suppose L. D. Miller, J. M. Zion and D. P. Mason have formed a partner- 
ship. L. D. Miller invests cash only, J. M. Zion invests cash and other assets, 
D. P. Mason invests cash and other assets and has liabilities which it is agreed 
the firm shall assume. The opening entry would be as follows : 

January 1, 192 



L. D. Miller, J. M. Zion and P. P. Uason 
have formed a partnership aooordlng to Artiolefl 
of Copartnership signed and ezeouted this day. 
They are to share profits and bear losses In 
proportion to their Investments, and each part 
ner shall draw a salary of |100 a month. Their 
investments are as follows: 



Cash 

L. D. Miller. Capital 



Investment as per agreement. 



Cash 

Merohandise 
Hotes Reoeivable 
J. M. Zion, Capital 

Investment as per agreement. 



6000 



3600 
260G 
lOOC 



00 



6000 



700C 



00 

00 

00 

OOli 

00 



200C 
1600 
9000 



00 



00 



Cash 260C 

Merohandise 3000 

Notes Heoeivable 2600 

Office Equipment 76C 

Aooounts Reoeivable 376C 

Hotes payable 

Accounts Payable 

D« P. Mason, Capital 

Inveatment as per agreement 

ILLUSTRATION NO. 58. OPENING ENTRY FOR A PARTNERSHIP 

The Cash account is checked because it is debited by being entered on the 
debit side of the Cash Book, where it is checked again, so it will not be posted. 
The details of Accounts Receivable, Accounts Payable, Notes Receivable, and 
notes Payable would be scheduled and attached to the Articles of Copartnership. 
80. Usually the assets represented by notes and accounts are guaranteed 
by the partner investing them, then the loss, in case of default in payment, 
falls upon the partner who guaranteed this asset. Suppose a note of $500 that 
was listed by a partner were placed in the bank for collection, and payment 
was refused. The bank protests the note and the firm pays the protest charges, 
$2.50. What entry? Charge it to the partner guaranteeing it. 

(Partner) Personal ; $502.50 

Notes Receivable $500.00 

Cash 2.50 

Should one of the Accounts Receivable, which are guaranteed, prove to be 
uncollectable, amount $375.60, the entry would be : 

(Partner) Personal $375.60 

Accounts Receivable (customer's name) $375.60 

However, if there is no guarantee of the assets invested, the business would 
sustain the loss, and the usual routine entry would be made for it. 
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81. Closing Entries: ** Closing the Books/' that is, closing ** nominal" ac- 
counts to the Profit and Loss account, is the same whether a sole owner or two 
or more partners. Where there are two or more partners, a journal entry 
is required to close the Profit and Loss account and adjust the net profit by 
dividing it among the partners. If there is no written agreement specifying 
how profits shall be shared or the bearing of losses, then the profits or losses 
are shared or borne equally regardless of the amount invested by each. 

82. Ftoposition No. 1: Suppose J. W. Perkins and 0. C. Nelson are part- 
ners. J. W. Perkins' net investment is $7,000 and 0. C. Nelson's net invest- 
ment is $5,000. The ** Nominal" accounts have been closed to the Profit and 
Loss account, and that account now shows a net profit of $1,800, to be adjusted 
or divided between the partners. There is nothing in the agreement as to 
the division of profits. What is the entry to close the Profit and Loss account 
to the piirtners? 

Profit and Loss $1,800.00 

J. W. Perkins, Capital $900.00 

0. C. Nelson, Capital 900.00 

To close this account into the partners' Capital accounts. 

Note: The net profit would be closed to their Personal accounts, if the partners de- 
sired to draw or have drawn against anticipated profits. This would be optional with them, 
and depend upon their instruction. The above entry would be the same, of course, if the 
investments of the partners were equal. 

83. Proposition No. 2 : Suppose the copartnership agreement specifies that 
the profits shall be shared and the losses borne in proportion to the net in- 
vestments of the partners, and that their investments and net profit are the 
same as in Proposition No. 1, what is the closing journal entry? 

J. W. Perkins' investment $ 7,000 

0. C. Nelson's investment 5,000 

$12,000 

J. W. Perkins' share of profit is 7000 o r 7/12 of $1,800 or $1,050. 

12000 
0. C. Nelson's share of profit is 5000 o r 5/12 of $1,800 or $ 750. 

12000 

Then, upon this basis, the closing journal entry to adjust the net profit 
would be : 

Profit and Loss $1,800 

J. W. Perkins, Capital $1,050 

0. C. Nelson, Capital 750 

To close this account into the partners' Capital accounts as per agreement. 

84. Proposition No. 3: Average Investment: Suppose the "Articles of 
Copartnership" specifies that the partners shall share profits and bear losses 
according to their average investments. Assume that the fiscal period was one 

'year, the net profit $1,800, and the partners' accounts were as follows: 



J. W. Perkins, Capital 



I Jan. 1 $7,000 

J. W. Perkins, Personal 

Mar 1 $400 | Feb. 1 $200 

May 1 300 I 

July 1 200 I 



0. C. Nelson, Capital 



I Jan. 1 $5,000 
0. C. Nelson, Personal 



Apr. 1 $225 

June 1 225 
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Determining the average investment is a matter of Arithmetic. J. W. Per- 
kins has in the business $7,000 for 12 months and $200 in for 11 months (Feb. 
1 to Jan. 1, next). He has $400 out from Mar. 1, 10 months ; $300 out from May 
1, 8 months; $200 out from July 1, six months.. 

Then, on the principle that the use of $100 for 12 months is equal to the 
use of $1,200 for one month, the solution is : 

Perkins' Investment: 

$7,000 for 12 months equals $84,000 for one month. 

200 for 11 months equals.. ,. 2,200 for one month. 

Total investment $86,200 for one month. 

Withdrawals : 

$400 for 10 months equals $4,000 for one month. 

300 for 8 months equals 2,400 for one month, 

200 for 6 months equals 1,200 for one month. 

Total withdrawals $7,600 for one month. 

Then, $86,200 less $7,600 is $78,600 for one month, which is equivalent to 
$78,600 divided by 12, or $6,550 for 12 months, or the whole time of the period. 
Then $6,550 is J. W. Perkins' average investment. 

Nelson's Investment: 

$5,000 for 12 months equals $60,000 for one month. 

Withdrawals : 

$225 for 9 months equals $2,025 for one month, 

225 for 7 months equals 1,575 for one month. 

Total withdrawals $3,600 for one month. 

Then, $60,000 less $3,600 is $56,400 for one month which is equivalent to 
$56,400 divided by 12 or $4,700 for 12 months or the whole time of the period. 

J, W, Perkins' average investment $6,550 

0. C. Nelson's average investment 4,700 

Total Average Investments $11,250 

J. W. Perkins' share is 6550 or 131 of $1,800 or $1,048. 

11250 225 

O. C. Nelson's share is 4700 or 9£ of $1,800 or $ 752. 

11250 225 $1,800. 

Then on this basis, the journal entry to close tie Profit and Loss account 
would be : 

Profit and Loss $1,800 

J. W. Perkins $1,048 

0. C. Nelson 752 

To close the net profit into the partners' Capital accounts, as per agreement 
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85. Proposition No. 4: Interest on Investment: Suppose it is specified in 
the ** Articles of Copartnership'' that the partners are to draw 6% interest 
on their investment, and to be charged with interest at the same rate on all 
withdrawals. Their Capital accounts are the same as before. The net profit 
before deducting this interest is $1,800, and the net profit is to be divided ac- 
cording to their average investment as shown in Proposition No. 3. 

J. W. Perkins' Interest on Investment: 

$7,000 for 12 months at 6% is $420.00 

200 for 11 months at 6% is 11.00 $431.00 

Interest on withdrawals: 

$400 for 10 months at 67© is $ 20.00 

300 for 8 months at 6% is 12.00 

200 for 6 months at 6% is 6.00 $ 38.00 

J. W. Perkins' net interest $393.00 

0. C. Nelson's Interest on Investment: 

$5,000 for 12 months at 6% is $300.00 

Interest on withdrawals: 

$225 for 9 months at 6% is $ 10.13 

225 for 7 months at 6% is 7.87 $ 18.00 

O. C. Nelson's net interest $282.00 

Then the journal entry to adjust the interest to the partners' accounts 
would be : 

Profit and Loss $675.00 

J. W. Perkins, Personal $393.00 

0. C. Nelson, Personal 282.00 

To adjust the interest on investments as per agreement. 

Now, when this entry is posted, it will change the net profit shown by the 
Profit and Loss account to $1,125 ($1,800 less $675), and this amount is di- 
vided between them according to their average investments, as before : 

J. W. Perkins' share is 6550 or 131^ of $1,125 or $ 655. 

11250 225 

0. C. Nelson's share is 4700 or 9£ of $1,125 or $ 470. 

11250 225 

Then the journal entry to close the Profit and Loss account into the part- 
ners' accounts (their Personal accounts this time) is: 

Profit and Loss $1,125.00 

J. W. Perkins, Personal $655.00 

0. C. Nelson, Personal 470.00 

To close this account into the partners' Personal accounts, as per agree- 
ment. 
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86. Another Method: Another method for determining. the interest on the 
net investment, is to take the equivalent monthly balances as shown in Proposi- 
tion No. 3. There you find J. \V. Perkins' average investment is $78,600 for 
one month, and 0. C. Nelson's average investment is $56,400 for one month, 
then : 

The interest on $78,600 at 6% for 1 month is $393.00 

The interest on $56,400 at 6% for 1 month is 282.00 

You see it amounts to the same and is much more simple, especially if the 
average investment must be determined anyhow. 

171. A Study: Now if the student will use ledger paper and open the 
Capital accounts as shown in Proposition No. 3, and open a Profit and Loss 
account (with a debit balance of $1,800) and post these journal entries to 
these accounts, it will crystalize this whole proposition in the mind, and be 
much more satisfactory than simply reading it. 

87. Dissolution of Partnership: A partnership may be terminated at the 
will of the partners, or by the expiration of the duration for which the part- 
nership was formed by the agreement, or upon the death of a partner. Upon 
the dissolution of a partnership, for whatever reason, a notice of dissolution 
should be inserted in a newspaper and the same notice mailed to all the trade 
with whom the firm has had trade relations. The law should be studied by the 
student or accountant with reference to the legal features. 

Upon the retiring of a partner by the selling of his interests, the usual 
legal notice is distributed and the books closed as at the end of a fiscal period, 
and the profit or loss adjusted to show the exact condition of the partners' ac- 
counts. Then the necessary entries can be made. 

88. Proposition No. 6: Suppose J. W. Perkins and 0. C. Nelson are part- 
ners and their Capital accounts stand exactly as shown in Proposition No. 3, 
considering the net profit $1,800 to be divided according to the partners' 
average investment. Each partner is allowed interest at 6% on his invest- 
ment and charged on his withdrawals as before. Mr. Nelson decides to retire 
and sell his interest to Mr. Perkins. How much should Mr. Perkins pay Mr. 
Nelson, and what entries, if Mr. Nelson agrees to take $2,000 cash and a 60- 
day note for the balance ? 

As has already been determined, Mr. Nelson's interest on the investment is 
$282 and Mr. Perkins' interest on investment is $383. Then the first journal 
entry is: 

Profit and Loss $675.00 

J. W. Perkins, Personal $393.00 

0. C. Nelson, Personal 282.00 

To adjust partners' interest on their investment. 

The next entry would be to close the partners' Personal accounts into their 
Capital accounts : 

J. W. Perkins, Capital $307.00 

O. C. Nelson, Capital 168.00 

J. W. Perkins, Personal $307.00 

0. C. Nelson, Personal 168.00 

To close the partners' Personal accounts into their Capital accounts. 

Note: The student should open the Capital accounts and the Profit and Loss account, 
as in "A Study'' in Proposition No. 4, to see how the above amounts are obtained, which 
win be very apparent when these entries are posted. 

When the above entries are posted, 0. C. Nelson, Capital, will show a debit 
of $168 and a credit of .$5,000 or a net worth at present of $4,832. Then Mr. 
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Perkins should pay him $2,000 cash and give him a 60-day note at 6% interest 
for $2,832. The entry is : 

0. C. Nelson, Capital $4,832.00 

Cash $2,000.00 

Notes Payable 2,832.00 

To pay for the interest of 0. C. Nelson and to close his Capital account. 

But, suppose Mr. Nelson should agree to take $4,000 in cash for his interest. 
Then a payment of $4,000 must cancel his interest and close his Capital account, 
and the $832 would belong to Mr. Perkins. In that case, the entry would be : 

O. C. Nelson, Capital $4,832.00 

Cash $4,000.00 

J. W. Perkins, Capital 832.00 

Again, suppose on the other hand, J. W. Perkins agrees to pay 0. C. Nelson 
$6,832 for his interest. It is evident then that both partners consider the busi- 
ness worth more than the tangible assets, from the fact that the established 
organization and reputation of the business will materially help to earn profits 
in the future. This intangible asset raises the question of value of the Good- 
will of the Business and, in this case, establishes its value. It is represented 
in the books by an account called ** Goodwill." The entry now would be: 

0. C. Nelson, Capital $4,832.00 

Goodwill 2,000.00 

Cash $6,832.00 

To close 0. C. Nelson, Capital, and set up the account **Good\^ill,'' to repre- 
sent the excess paid above his interest shown by the books. 

89. Ooodwill: While the question of ** Goodwill" is more frequently con- 
sidered and its value recorded in corporation bookkeeping, it has already been 
shown that it may arise in an individual or a partnership business. When an 
individual, firm or corporation has, during a period of years, established a 
reputation for fair dealing, standard quality, and the scrupulous fulfilling of 
obligations to the extent that the confidence of customers means that they will 
not only continue to be customers, but their good report will bring other cus- 
tomers, there is an asset created which, though intangible, will produce profits 
and is of value as a real asset. It is recognized by the courts, by merchants 
and by accountants as a legitimate asset. It is a fixed asset, more fixed than 
other fixed assets, because other fixed assets may be sold without disturbing 
the business, while the asset ** Goodwill" cannot be sold without selling the 
business. Goodwill may also be created by the location of a business on a 
crowded comer, -or a franchise or a legal or partial business monopoly that 
will produce profits that cannot be realized by a business not having these 
advantages. 

No hard and fast rule can be given that will apply to any and every busi- 
ness for the establishment of the value of the Goodwill. The conditions, 
prospects and surrounding circumstances must be considered. The ordinary 
way of determining the value of Goodwill is to appraise it upon the basis of 
what is known as the '* Purchase of a number of years of the average net 
profits of the business." The net profit in this case is usually understood to 
be **the net profit of the business less some rate per cent of interest on the net 
Capital invested each year. 
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Suppose that the net investment of the Glass & Bryant Mercantile Co. 
was $20,000 during 1919, $22,500 for 1920, and $25,000 for 1921, and that the 
net profit shown by the books for these years was as follows : $3,100 for 1919, 
$3,800 for 1920, and $4,350 for 1921, and it is proposed to pay five years of the 
average net profit for the Goodwill of the business, that is, five times the 
average net profit for three years. 

Assume 6% to be a fair rate of interest on the investment for each year, 
then : 

The net profit for 1919 is $3,100 

Less interest on $20,000 at 6% for 1919 i s 1,200 net $1,900 

The net profit for 1920 is $3,800 

Less interest on $22,500 at 6% for 1920 i s 1,350 net $2,450 

The net profit for 1921 is $4,350 

Less interest on $25,000 at 6% for 1921. . 1,500 net $2,850 
The total net profit for three years $7,200 

$7,200 divided by 3 is $2,400, the average net profit per year. Then if five 
times the average net profit is paid for the Goodwill, the value is 5 times $2,400 
or $12,000, the value of the Goodwill. 

90. In some cases depreciation on plant and machinery and equipment have 
been deducted, and a higher rate of interest on the investment applied. In a 
trading company one to five times the average net profit is considered, depend- 
ing upon circumstances peculiar to each case. In manufacturing concerns one 
to four times, for a professional, one to three times, and for some other lines, 
much more. The ability to transfer the Goodwill that may exist must also 
be considered, as well as the time for which it would naturally be effective in 
the producing of profits. In employing the foregoing method of appraising 
the value of the Goodwill of a business, it may be found that this asset does 
not exist or that its value is not of sufficient consequence as to be worth con- 
sidering. 

91. The question has been raised as to whether or not the fixed asset, "Good- 
will" should be written off in the same way as depreciation on building or ma- 
chinery. It is suggested by some accountants that where ** Goodwill" has been 
based upon the purchase of a number of years of the average net earnings, or 
by the purchase of a number of years of the excess earnings, it should be writ- 
ten off within the same number of years. Opinions differ, and other account- 
ants contend that ** Goodwill" once properly entered on the books at its cost, 
should continue at the original value. 
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PBOBLEM 12. POWEBS ft WILLIAUfS. A PABTKBB8HIP 

At the close of business December 31, a three month period, the Ledger 
of Powers and Williams showed the following accounts. The partners share 
profits and bear losses in proportion to their investments. Copy these accounts 
on ledger paper, giving each account eight lines, and after providing fof the 
inventories that follow, prepare a Pinal Trial Balance before Closing, Balance 
Sheet, Profit and Loss Statement, and close the Ledger. Close each partner's 
Personal account into his Capital account, and credit each partner's Capital 
account for his share of the net profit, by journal entry. Refer to the steps sug- 
gested in Problem 9, or use the Working Sheet. 



II Dec. 15 2000.00 



W. J. Powers, Capital 


Merchandise Inventory 


Oct. 25 


1500.00 Oct. 1 9500.00 
10 1000.00 


Oct. 1 


5760.00 II 


"W. J. Powers, Personal 




Purchases 


Oct. 5 
12 


150.00 Oct. 15 38.50 
50.75 


Dec. 31 


12675.00 |Dec. 31 350.00 


N. M. Williams, Capital 




Purchases Discount 


Oct. 25 


1500.00 Oct. 1 5500.00 
10 1000.00 




II Dec. 31 285.00 


N. 


M. Williams, Personal 




Freight In 


Oct. 8 
16 


175.00 
37.50 


Oct. 18 40.25 


Dec. 31 


290.00 II 




Cash 




Sales 


Dec, 31 


6875.00 11 


Dee. 31 


360.00 II Dec. 31 18697.50 




Office Fixtures 




Sales Discount 


Oct. 1 


750.00 II 


Dec. 31 


425.00 1 




Notes Receivable 


Administrative Expense 


Dec. 30 


7675.00 II 


Dec. 31 


620.00 II 




Notes Payable 




Selling Expense 




II Dec. 31 4285.00 


Dec. 31 


740.00 II 


Accounts Receivable 




Freight Out 


Dec. 31 


5692.00 II 


Nov. 18 


127.50 II 




Accounts Payable 


Interest and Discount 




1 Dec. 31 2850.00 


Oct. 1 


36.00 II Dec. 31 12.50 


Notes Receivable Discounted 




Insurance 



Oct. 1 



120.00 
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Inventories : 

Merchandise Inventory, Dee. 31 $5985.00 

Insurance Expired 40.00 

Accrued Assets: 

Interest accrued'on Notes Receivable $36.50 

Accrued Liabilities : 

Unpaid office help for half week $180.00 

Unpaid Wages, Sales Dept 195.00 

Interest accrued on Notes Payable 56.75 

Deferred Charges to Operation: 

Postage and office supplies on hand $ 65.40 

Advertising matter on hand 125.00 

Depreciation : 

8% Depreciation on Office Fixtures $60.00 

Reserve for Doubtful Accounts: 

5% of Accounts Receivable $284.60 

Note: The "Freight Out" account is a Profit and Loss account, not a 
trading account. (See 34b). It belongs in the Operating Expenses in the 
Profit and Loss Statement. This problem may be worked out using the Work- 
ing Sheet as in Problem 6, or by following instructions in paragraphs 27 to 40 
inclusive, except that there are no detailed statements nor schedules required 
to be made. Notes Receivable Discounted should appear in the Balance Sheet 
as a deduction from Notes Receivable on the Asset side. Refer to Suggestions 
in Problem 9. 

PBOBLEM 13. TRIAL BALANCE AKD STATEMENTS FOB A OOBPOBATIOK. 
BOOEBS AKD BALDWIN HABDWOOD 00., INOOBPOBATED 

The net profits of a corporation are ascertained in the Profit and Loss State- 
ment the same as in the business of a sole proprietor or a partnership, but the 
distribution of the net profits in a Corporation is different. The student is 
already familiar with the method of crediting the proprietor for the net profit 
at the end of a period, and the crediting of each partner with his share of the 
profit in a partnership. Naturally, if the business showed a loss, the debit side 
of the Profit and Loss account would be greater than the credit side, and the 
difference (the loss) would be debited to the Capital account instead of credited. 

In a corporation, if all the profits were declared as dividends and distributed 
(by payment to the stockholders), the entire profits would be drawn out of the 
business and the corporation would be in no better financial condition, after 
years of successful operation, than at the beginning, hence the necessity for 
withholding some part of the profits at the end of each period, by setting up 
reasonable reserves and by carrying a part as Surplus. Depreciation and 
deterioration should be amply provided for and this, of course, takes part of 
the profits. 

The portion of the net profits for any period that the Board of Directors of 
the corporation may decide shall be paid to stockholders is called a "divi- 
dend." The stockholders are not entitled to any dividends until the Board of 
Directors have met according to the by-laws and have by vote declared that a 
certain per cent of the par value of the Capital stock shall be paid to the stock- 
holders. Of course, the dividend would apply only to the stock issued. 

When a dividend is declared, a journal entry is necessary to set up the divi- 
dend account. Usually the net profit shown by the Profit and Loss account is 
transferred to a Surplus account, by journal entry, then the journal entry to 
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set up the dividend account would be, debit "Surplus" and credit "Dividend 
No. 1 " (or whatever number it m&y be) for the amount of the dividend declared. 

From the following Trial Balance of Rogers & Baldwin Hardware Co. for 
the six month period ending June 30, 192 , prepare a Balance Sheet and Profit 
and Loss Statement. 

. trial Balanoe, Rogers & Baldwin Hardware Co. Jtme 30, 198 



Capital Stock 

Onsnbsorlbed Stock 

Surplus 

Cash 

Petty Cash 

Votes Reoelvable 

Aoooonts Reoelvable 

Insurance 

Botes Payable 

Aooounts Payable 

Building 

Mortgage Payable 

Offloe Equipment 

Store Fixtures 

Sellrery Equipment 

Herohandlse inventory, Jan. 1 

Purchases 

Purchases Discount 

Purchases Returned and Allowances 

Freight In . . . • 

Sales 

Sales Returns and Allowances 

Sales Discount 

Administrative Expense 

Freight Out 

Wages, Sales Dept 

Salesmens' Salaries 

Traveling Expenses 

Advertising 

Warehouse Expense ... 

Delivery Expense 

Office Equipment Expense .... 

Store Fixtures Expense 

Building Expense and Income . . . 
Interest and Dlsoonnt 



8000 

11360 

80 

9876 

12987 

360 



16000 

1750 

2876 

8260 

18720 

59647 



735 

489 

397 

5496 

586 

1750 

8250 

1000 

960 

375 

760 

93 

176 

48 



146768 



00 

75 
00 
00 
60 
00 



00 

00 
00 
00 
85 
85 



90 

70 
60 
80 
40 
00 
00 
00 
00 
80 
00 
76 
00 

60 



86000 
3600 



15000 
17100 

8000 



784 
643 

76413 



lo 



387 



146768 



00 
00 



00 
00 

00 



30 
86 

05 



60 



10 



Inventories or Supplementary Facts are as follows : 

Merchandise Inventory June 30, 192 

Insurance expired 

Accrued Assets: 

Interest Accrued on Notes Receivable 

Warehouse rent paid in advance 

Rent due on offices in building 

Accrued Liabilities : 



$18,408.65 
180.00 

^ $13.25 
50.00 
54.58 



Unpaid freight bills on goods purchased, not 

taken up $325.60 

Interest accrued on Notes Payable 12,50 
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Interest accrued on Mortgage Payable. 

Unpaid wages, Sales Dept 

Unpaid oflSce help 

Unpaid delivery drivers 

Deferred Charges to Operation : 

Postage and oflSce stationery on hand. 
Advertising matter on hand 



Depreciation : 

5% on Office Equipment 

5% on Store Fixtures 

8% on Delivery Equipment 

1% on Building 

Reserve for Doubtful Accounts : 

5% of Accounts Receivable 

For Deterioration on value of goods on hand . 



22.50 
375.00 
250.00 

37.50 

$127.50 
239.80 

$ 87.50 
143.75 
180.00 
150.00 

$567.54 
725.60 



The following Working Sheet shows the adjustment of the above facts 
which are not found of record in the books. The journal entries to record the 
above facts in the books may be prepared fi*om the above or from the adjust- 
ment columns of the following sheet. 

yprlclag 8h»»t, RogT« it Baldwin Hardware Co. Jon» 30, 192 



capital Stook 

OnavbaQrlbad stook 

Sorplos .... 

cash ^. . . . 

Patty Cash 

Votaa Baoalvabla 

Aooonnta Raoalvabla 

InnraxMa 

lotaa Pajabla 

Aoooonts Payabla 

Bvlldlag 

Mortgaga payabla 

Offtoa Eqnlpsant 

Stora Plztnraa 

Dallvary Eqnlpnaat 

Mdaa. InTantory. Jan. 1 

Pnrohasaa 

Purobaaas Dlaooont 

pnrobaaaa Rstnmad and Allowanoes 
frai^t Jn 



Salaa Ratnraa and AUowanoaa . . 

Salaa Diaooant 

AdBlaistratlTa Bspansa 

Pralgbt Out ... . 

Vagaa. Salaa Sapt 

SalaiBans* Salarlaa 

TraTalloff Bicpanaaa ....... 

AdTartlsing 

Warataouaa Bspanaa . ' 

Dallvary Szpanaa 

Offloa Bqnlpnant Bipanaa 

atara Plitnras Bspanaa 

Bvllding Bxpanaa and laooaa . . . 

Zntarast and siaooant 

loaa OB Doubt fol Aooounta . . . . 

Aoomad Aaaata 

Aoomad Llabllltlaa 

Sofarrad Cbargaa to Oparatlon .. . 
Bts. for Sap. on Offloa Eqalpaant 
Baa. for Sop. on Stora Plxtnraa 
Baa. for Dap. on Dolivary Bqnlp. 
Baa. for Dap. on Building . • . . 
B»a. for Donbtfnl Aooonnta . . . 



Trial Balanoa 
Dr. Cr. 



2000 

11360 
80 00 

9876 
13987 

'360 



16000 

1760 

2676 

2260 

12720 

69647 



736 

429 

397 

6496 

626 

1760 

2260 

1000 

960 

376 

760 

93 

176 

42 



146768 



To 



26000 
3600 



16000 
17100 



8000 



784 
643 



76413 



327 



146 7 66 



06 



60 



AdJnatBOBta 
Dr. Cr. 



326 



661 
376 



160 

36 

f567 

117 

367 



180 



60 



239 
60 



64 
13 



1023 

87 
143 
180 
160 
JBfi2 



2817 



00 



60 



Pinal Trial Balanoa 
Dr. Cr. 



2000 00 



11360 

80 

9876 

13987 

180 



16000 00 



1760 

2876 

2260 

12720 

69647 



1061 60 



429 

397 

6028 

826 

2126 

£260 

1000 

710 

326 

967 

98 

176 

64 

667 
117 



70 
60 
96 
40 
00 
00 
00 
£0 
80 
60 
76 
00 

£6 
64 



367 30 



148884 67 148824 



26000 
3600 



16000 
17100 



8000 



784 
643 



76413 



1083 

87 
143 
180 
160 



00 



06 



08 



ILLUSTRATION NO. 59. WORK SHEET. CORPORATION 
Note: Two more columns may be added to this Working Sheet for Profit and Loss and 
the gains and losses transferred to these columns, from which the closing journal entries 
could be prepared, but the closing journal entries are usually prepared from the Profit and 
Loss Statement or the Nominal Accounts of the Ledger. 
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Prepare the Balance Sheet and Profit and Loss Statement from the **Knal 
Trial Balance" columns, using the present merchandise inventory, $18,408.65. 
The deterioration of stock $725.60 is simply deducted from the Merchandise 
Inventory, leaving the Merchandise Inventory $17,683.05 to be used in the Bal- 
ance Sheet and Profit and Loss Statement. It is not necessary to set up a 
reserve for deterioration. 

The following journal entries, when posted, will record the supplementary 
facts in the books, as shown in the Adjustment columns. 

Administrative Expense $180.00 

Insurance (expired) $180.00 

—so- 
Accrued Assets $117.83 

Interest and Discount $13.25 

Warehouse Expense 50.00 

Building Expense and Income 54.58 

—so- 
Freight In $325.60 

Interest and Discount 35.00 

Wages, Sales Dept 375.00 

Administrative Expense 250.00 

Delivery Expense 37.50 

Accrued Liabilities $1,023.10 

-so- 
Deferred Charges to Operation $367.30 

Administrative Expense $127.50 

Advertising 239.80 

-so- 
Administrative Expense $231.25 

Delivery Expense 180.00 

Building Expense and Income 150.00 

Reserve for Dep. on Office Equip $ 87.50 

Reserve for Dep. on Store Fixtures 143.75 

Reserve for Dep. on Delivery Equip 180.00 

Reserve for Dep. on Building 150.00 

—30— 

Loss on Doubtful Accounts $567.54 

Reserve for Doubtful Accounts $567.54 
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Profit and Loss Ststsmont, Bogsre & Baldwin Hardware Co. Jtin a 80 » Me 



sales 
Lt88 Sales Btturns 
■* Sales plsooTint 
vet sales 

cost of sales: 

Kerohandlae inTentozy, Jan. \ 



1489.70 
397.50 



76413 
827 



Pnrohases 

Leas Pnrohases Retoms 
•• Parohases Dlsootuit 
Add Freight In 



1643.25 

764 > 30 



#59547.25 
1427.551 



Total ooat of Merohandlse 

less Mdse. Inyentory. June 30 
Lees Res. for Deterioration 
cost of Merohandlse sold 
Gross Profit on ^les 

Operating Expenses: 

AdmlnlstratlTO Expense 

Selling Expense: 
Freight Out 
Wages, Sales Dept. 
Salesmens* Salaries 
TraTOling Expense 
AdTertlsing 
Warehouse Expense 

Total Selling Expense 
Delivery Expense 
Offloe Equipment Expense 
Store Fixtures Expense 

Total Operating Expense 
Ret profit on Sales 

Other Income: 

Building Expense and Inoome 



Deduotions from Inoome: 
Interest and Discount 
Loss on Doubtful Aooounta 

Vet profit or Inoome 
Carried to Stirplus 



12720 



56119 

1061 

7 1902 



118406.65 
725,60 



#526.40 
2125.00 
2250.00 
1000.00 
710.20 
325.60 



17663 



6026 



6937 

967 

93 

175 



65 



05 



95 



75565 



54216 
21367 



64 
567 



65 



00 



85 



14202 



7164 



232 



7396 



631 



6764 



£fi 



25 
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ILLUSTRATION NO. 61, PROFIT AND LOSS STATEMENT. CORPORATION 



The student will set up the Trading and Profit and Loss accounts shown in 
the Final Trial Balance and close them into a Profit and Loss account, then 
transfer the net profit to Surplus account, by journal entry. 

The board of directors have declared a ten per cent dividend. Prepare and 
post a journal entry to set up the dividend account, which call ** Dividend No. 1 " 
as if it were the first dividend to be paid. Read Corporation Accounting, para- 
graph 123. 



Digitized by 



Google 



CHAPTER VI 
OONTBOLUNO ACCOUNTS 

Empire Orocer Company, Wholesale 
A Corporation 

92. The books to be used are Purchases Book, Sales Book, Journal, Cash 
Book, Petty Cash Book, General Ledger, Sales Ledger, and Purchases Ledger. 
The first four books are the books of original entry. The Petty Cash Book is 
not used as a book of original entry. 

93. The purpose of this set is to illustrate the controlling accounts. The 
Accounts Receivable account in the General Ledger controls the Sales Ledger. 
The Accounts Payable account controls the Purchases Ledger. The Petty Cash 
account controls the Petty Cash Book or petty cash fund, kept in the cash 
drawer to pay sundry cash expenses. The purpose of a controlling account is 
to eliminate a certain class of accounts from the General Ledger. Here cus- 
tomers' accounts are taken out of the General Ledger and kept in the Sales 
Ledger which is controlled by ** Accounts Receivable" account. Creditors' 
accounts are kept in a Purchases Ledger which is controlled by ** Accounts Pay- 
able" account. 

94. If the number of customers' accounts were 500 to 1,500 or more, it would 
be quit6 a task and require much time to prepare a trial balance at the end of 
each month. But if all these customers' accounts are kept in a *' Sales Ledger" 
and the total of all of them is represented under one account in the General 
Ledger, ** Accounts Receivable" the trial balance can be taken from the Gen- 
eral Ledger, and the work of going over this large number of accounts in the 
Sales Ledger is eliminated. 

95. Accounts Receivable: Using the Sales Ledger eliminates all customers' 
accounts from the General Ledger, and the total of what all customers owe is 
shown by '* Accounts Receivable" account in the General Ledger. This account 
controls the Sales Ledger. At the end of each month, the total of the Sales 
Book is posted to the credit of ** Sales" account and also to the debit of "Ac- 
counts Receivable" in the General Ledger, because this is the total of all debits 
to customers' accounts in the Sales Ledger. Now, the Accounts Receivable 
account and the Sales Ledger agree, if no payments have been made by cus- 
tomers, and no allowances have been made to them. 

96. What customers pay in cash and notes or acceptances and what is 
allowed them in discounts or other allowances, must be credited to ** Accounts 
Receivable" account because these are credited to the Customers' account in 
the Sales Ledger, then the Accounts Receivable account and the Sales Ledger 
will always agree. This is the sense in which the Accounts Receivable account 
controls the Sales Ledger. In order to get these credits properly recorded to 
the credit of Accounts Receivable, special columns for Accounts Receivable 
are used in the Cash Book and Journal. 

97. Accounts Payable: Using the Purchases Ledger (Creditors' Ledger) 
eliminates the accounts of all creditors (persons and firms from whom we buy 
merchandise) from the General Ledger, and the total we owe all creditors is 
represented by ''Accounts Payable" account in the General Ledger. This 
account controls the Purchases Ledger the same as Accounts Receivable 
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account controls the Sales Ledger. At the end of the month, the total of the 
Purchases Book is posted to the debit of ** Purchases" account, and also to the 
credit of ** Accounts Payable" in the General Ledger, because this is the total 
of all credits to creditors in the Purchases Ledger. Now, the Accounts Payable 
account and the Purchases Ledger must agree, if no payments have been made 
to creditors and no allowances received from them. AVhat we pay them in cash 
ai\d Notes Payable, and what we receive in discounts and other allowances are 
debited to the creditors in the Purchases Ledger, and must be debited to Ac- 
counts Payable in the General Ledger. In order to get these debits properly 
recorded to be posted to Accounts Payable, special columns are used for 
Accounts Payable in the Cash Book and Journal. 

98. Petty Cash: A Petty Cash account is set up to control the petty cash 
fund to be kept in the cash drawer to pay petty expenses. Decide the maximum 
amount necessary to be kept in the cash drawer, and make a check for that 
amount, which charge to Petty Cash account on the credit side of the Cash 
Book. Open the Petty Cash Book, entering the amount received. Special 
columns may or may not be used in the Petty Cash Book. When the petty 
cash fund runs low, the custodian of this fund presents a statement showing 
the amount paid out and the different kinds of expense, and a check is given 
for the amount that has been paid out, to restore this fund to its original 
amount. These different expense accounts are charged on the Credit side of 
the ('ash Book, and amount to the same as the check given to restore the fund. 
The Petty ('ash Book is balanced each time this is .done, and at the end of the 
month before a Trial Balance is taken. The Petty Cash account controls 
the Petty Cash Book in this way. 



<^^- ^^^^ 




ILLUSTRATION NO. 61A. PETTY CASH BOOK 
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99. Subsidiary Ledgers: There may be auy uumber of Sales Ledgers, 
divided according to States, or for city and country, or divided according to the 
alphabet, with a bookkeeper in charge of each, and yet the Accounts Receivable 
account will control these Ledgers. An Accounts Receivable account may be 
used in the General Ledger to control each Sales Ledger, and the bookkeeper 
in charge of each Ledger must prove his book with this General Ledger account. 
The purpose is to eliminate this work from that of the head bookkeeper and the 
general bookkeeping. The Purchases Ledger may be subdivided in the same 
way as the Sales Ledger and for the same purpose. 

100. Notes Beceivable and Notes Payable: Where there are a large 
number of trade acceptances, notes and ordinary acceptances, a special column 
in the Journal is used for ** Notes Receivable Debit'* and one for ''Notes Payable 
Credit," and the totals of these columns is posted to the debit of ''Notes Receiv- 
able" and to the credit of "Notes Payable" at the end of each month. The 
data for keeping check on the collection and payment of Notes is kept in the 
** Notes Receivable" and "Notes Payable" Book, which may be proved against 
these accounts at convenient times. In many lines of business, these special 
columns would be unnecessary, for Notes Receivable and for Notes Payable. 

101. Other Controlling Accounts : In a manufacturing business, ' ' material ' ' 
account or "Raw Materials" account may be used to control the "Stores 
Ledger" or "Stock Ledger;" "Direct Labor" account to control the cost of 
labor expended directly in the process of manufacture; "Factory Expense" to 
control indirect labor, superintendence, rent, light, power, repairs, supplies, etc, 
as ascertained by the cost system. In a large manufacturing business, other 
controlling accounts are found necessary. The principle is the same as for the 
controlling accounts in a mercantile business. 

102. The illustration of these books of original entry and the Ledger 
accounts are shown here in order to show the postings to these controlling 
accounts, and the special columns necessary when several Ledgers and con- 
trolling accounts are used. The set is short, yet, there is plenty of work in it, 
and the student should write it up from the beginning. Actually doing the 
work and posting it all, is the only thorough method of study. In addition to 
what is shown, the student is required to provide for all the inventories — sup- 
plementary facts not found in the books — and prepare Trial Balance, Balance 
Sheet, Profit and Loss Statement, and reconciliations, independently. 

BUSINESS TBANSACTIONS 

Ic. Sept. 1. J. D. Melton, R. C. Palmer and T. L. James have incorporated 
the Empire Grocer Company, under the laws of the State of Illinois, with 
an authorized capital of $50,000, divided into 500 shares of the par value 
of $100. J. D. Melton has subscribed for 200 shares at par, and, as per 
agreement, has transferred from his previous business, by bill of sale. 
Office Equipment, $1,350, Store Fixtures, $2,075, and Merchandise Inven- 
tory, $14,687.50, and has paid the remainder, $1,887.50 in Cash. 

In consideration of Mr. Melton 's knowledge and experience in the busi- 
ness, R. C. Palmer and T. L. James have aprreed to pay $125 a share for 
their stock, or $25 above par, and have subscribed for 100 shares each at 
$125, which they have paid in cash. Prepare the opening entry. (See 
illustration of the Journal and read Corporation Accounting following 
this set). This leaves 100 shares or $10,000 of the Capital Stock unsub- 
scribed, and creates a Surplus of $5,000. 

Note: Enter the cash in the Cash Book ancl check the item. Post this opening 
entry and prepare a Balance Sheet from the Ledger. TTsually upon opening a new 
set of books, especiaUy if there are several items, a Balance Sheet is prepared to 
show the Ledger is in balance, and to show the condition of the business at beginning. 
This is submitted to the management for their information. 
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2c. Sept. 1. Gave J. M. Brown a check for $250 for rent of store building for 
one month. (Administrative Expense). Paid Moon Printing Co. $175 
for printing advertising matter. (Selling Expense). Received Cash for 
sundry retail sales, $435.25. (Credit ** Sales'' account on the debit side 
of the Cash Book, in Sales column). 

3c. Sept. 1. It has been decided that the maximum amount of cash necessary 
to be kept in the cash drawer for petty expenses is $75. Give a check for 
$75 to set up the Petty Cash account. Open the Petty Cash Book with 
three special columns. See illustration. Debit Petty Cash account on 
the credit side of the Cash Book. 

4c. Sept. 2. Bought 2 One-ton Delivery Trucks @ $750 each for cash from 
the Central Motor Co. Paid Office Supply Co. $182.75 for blank books 
and office stationery. (Administrative Expense). 

5c. Sept. 2. Paid from petty cash fund : Carbon paper, $3.25, and postage, 
$12.50. Order books for salesmen, $5.35, and Form Sales Letters, $6.75. 
(Enter in Petty Cash Book). 

6c. Sept. 2. Sold to W. L. Mason & Co., Louisville, Ky., 2/15, n/60, 125 brls. 
G. Flour @ $8.75. 150 brls. Early Potatoes @ $4.75. 

Sold to L. D. Miller.& Son, Evanston, 111., 2/15, n/60, 95 brls. H. Apples 
@ $4.35, 85 brls. Sweet Potatoes @ $5.25. 

7c. Sept. 3. Purchased of Central Milling Co., St. Louis, Mo., merchandise 
as per Invoice No. 1, 3/30, n/90, $2,675.85. Purchased of Horace & Mann, 
St. Paul, Minn., merchandise as per Invoice No. 2, 3/30, n/90, $2,263.75. 

8c. Sept. 4. Received a check for $842.31 from L. D. Miller & Son to pay bill 
of Sept. 2, in full allowing 2% discount. Received $597.80 for sundry cash 
sales. 

9c. Sept. 5. Gave Central Milling Co. a 15 day trade acceptance for $2,595.57 
and received 3% discount on Invoice No. 1, for payment in full. Gave 
Horace & Mann a check for $2,195.84 to pay Invoice No. 2 in full, deduct- 
ing 3% discount as per terms. 

10c. Sept. 6. Sold Jones & Clark, Cairo, 111., 2/15, n/60, 325 bx. Silver Prunes 
@ $4.25, 275 cs. Glucose Syrup @ $4.15. 

Sold to Hartman Bros., Atlanta, Ga., 2/15, n/60, 475, doz. O'Meal 
Crackers @ $4.75, 245 bx. D. Peaches @ $4.25. 

Sold to J. D. Morton, Lansing, Mich., 2/15. n/60, 125 cs. Butter Prints. 
5,000 lbs. @ 37y2C, 135 cs. Condor Coffee @ $7.50. 

lie. Sept. 6. Post the books to date, and ascertain the cash balance. The 
Sales Discount column on the debit side and the Purchase Discount column 
on the credit side of the Cash Book are omitted in figuring the cash balance. 
The items in these columns are not cash. Add the first, second and fourth 
columns on the debit, and deduct the total of the first, second, fourth and 
fifth columns on the credit side. 

Total all the columns on each side in light pencil figures close under 
the line of the last entry on each page so they will be out of the way of 
the next entry, then use these pencil footings as explained above. Do 
not erase the pencil figures, as they will save addition next time. Of 
course the footings of the special columns are not to be posted until the 
end of the month. 

12c. Sept. 8. Purchased of W. J. Wilson & Co., Atchison, Kan., merchandise 
as per Invoice No. 3, 3/30, n/90, $4,693.25. Purchased of Valley Trading 
Co., Peoria, 111., merchandise as per Invoice No. 4, 3/30, n/90, $4,327.60. 
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Purchased of Snyder & Baker, Chicago, 111., merchandise as per Invoice 
No. 5, 3/30, n/90, $3,682.75. 

13c. Sept. 8. Paid from Petty Cash fund: Oil, $6.50, Gasoline for Trucks, 
$7.25, Postage, $10.00, Office Supplies, $3.50. For extra help on Delivery 
Truck, $2.50. (Enter in Petty Cash Book.) 

14c. Sept. 9. The statement from the Petty Cash fund shows the following 
payments: Delivery Expense, $16.25, Administrative Expense, $29.25, 
Selling Expense, $12.10. (See Petty Cash Book.) Gave a check for the 
total of these expenses to restore the Petty Cash fund. Debit these 
expenses on the credit side of the Cash Book, and balance the Petty Cash 
Book. 

15c. Sept. 9. Paid Acme Furniture Co. $92.50 for repairing and revamishing 
office desks. Paid J. B. Carpenter $67.85 for adjusting store fixtures. 
Paid J. C. Bums Insurance agency $480, Premium on Insurance Policy 
on stock of goods for one year from September 1. 

16c. Sept. 10. Received $18.75 refund, from Moon Printing Co. on bill of Sept. 
1, on account of error. (Credit Selling Expense on the debit side of the 
Cash Book.) Received $21.75 refund from the Office Supply Co. on bill 
of Sept. 2, for overcharge. (Credit Administrative Expense on the debit 
side of the Cash Book.) Received $746.25 for sundry cash sales. 

17c. Sept. 11. Allowed Jones & Clark $138.75 for damaged goods on bill of 
Sept. 6. Returned goods to Snyder & Baker to the value of $368.75 for 
credit. Received a 15 day trade acceptance for $2,829.75, dated Sept. 6, 
from J. D. Morton on account and allowed 2% discount on bill of Sept. 6. 

18c. Sept. 11. Paid from Petty Cash fund for order books for salesmen $49.75. 

19c. Sept. 12. Received $2,337.07 from Jones & Clark to pay their balance of 
$2,383.75 in full, allowing 2% discount. Received $685.70 for sundry cash 
sales. 

20c. Sept. 13. Paid W. J. Wilson & Co. $4,552.45 in full for Invoice No. 3, 
deducting 3% discount. 

21c. Sept. 13. Paid office help for two weeks $375. Paid sales force for two 
weeks $471.60. Paid delivery drivers for two weeks $110. 

22c. Sept. 13. Post the books to date, and ascertain the cash balance. 

23c. Sept. 15. Paid C. & A. R. R. Co. $638.50 for freight on goods purchased. 

24c. Sept. 16. Received $1,770.12 from W. L. Mason & Co. on account and 
allowed 2% discount for payment in full of bill of Sept. 2. Received 
$725.40 for sundry cash sales. 

25c. Sept. 17. Hartman Bros, returned 50 bx. D. Peaches @ $4.25 to us for 
credit. Received an allowance of $287.50 from Valley Trading Co. for 
damaged goods on Invoice No. 4. 

26c. Sept. 18. Sold to W. L. Mason & Co. 2/15, n/60, 500 cs. Ideal Tomatoes 
@ $3.95, 85 cs. Butter Prints, 4,250 lbs. @ 43c. Sold to L. D. Miller & 
Son, 2/15, n/60, 135 brls. Sweet Potatoes @ $5.25, 175 brls. H. Apples @ 
$5.75. Sold to Jones & Clark, 2/15, n/60, 125 brls. G. Flour @ $7.35, 
185 bx. 12 lb. Chocolate @ $5.60. 

27c. Sept. 19. Received $13.75 from C. & A. R. R. Co. refund on freight bill of 
Sept. 15. Received a 15 day acceptance for $3,726.45 from W. L. Mason 
& Co. on account to pay bill of Sept. 18 in full, allowing 2% discount. 
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28c. Sept. 20. Purchased of Central Milling Co. Invoice No. 6, 3/30, n/90, 

$4,164.85. Purchased of Horace & Mann Invoice No. 7, 3/30, n/90, 

$3,892.45. Purchased of W. J. Wilson & Co. Invoice No. 8, 3/30, n/90, 
$4,521.65. 

29c. Sept. 20. Paid our acceptance of Sept. 5 for $2,595.57, due today, in favor 
of Central Milling Co. 

30c. Sept. 20. Gave Central Milling Co. a 90 day note at 6% for $3,750 on 
account. 

31c. Sept. 22. Paid from petty cash fund for cuts for advertising $10.25, and 
for form letters $12.50. 

32c. Sept. 22. Received $3,023.30 from Ilartman Bros, in full for bill of Sept. 6, 
allowing 2% discount. 

33c. Sept. 23. Paid Valley Trading Co. $3,918.90 in full for Invoice No. 4, 
deducting 3% discount. Paid Snyder & Baker $3,214.58 in full for Invoice 
No. 5, deducting 3% discount. 

34c. Sept. 23. Received $654.25 for sundry cash sales. 

35c. Sept. 23. Sold W. L. Mason & Co., 2/15, n/60, 300 cs. M & J Coffee @ 
$8.75, 120 brls. P. B. Flour @ $9.25. 

36c. Sept. 24. Received a 60 day note at 6% for $3,735 from W. L. :Ma8on & 
Co. on account. 

37c. Sept. 25. Purchased of Valley Trading Co. merchandise as per Invoice 
No. 9, 3/15, n/60, $5,897.25. 

38c. Sept. 26. Collected J. D. Morton's acceptance of Sept. 11, due today, 
for $2,829.75. 

39c. Sept. 27. Paid office help for two weeks, $375. Paid sales force for two 
weeks, $471.60. Paid delivery drivers for two weeks, $110. 

40c. Sept. 28. Sold to J. D. Morton, 2/15, n/60, 275 bx. Silver Prunes @ $4.50, 
300 cs. Ideal Tomatoes @ $4.25. Sold to W. L. Mason & Co., 2/15, n/60, 
200 cs. Butter Prints, 6,750 lbs. @ 43c, 200 bx. 12 lb. Chocolate @ $5.60. 
Sold Hartman Bros., 2/15, n/60, 25 cs. Glucose Syrup @ $4.15, 15 brls. H. 
Apples @ $5.75. 

41c. Sept. 29. Purchased of Snyder & Baker, merchandise as per Invoice No. 
10, 3/30, n/90, $4,782.65. 

42c. Sept. 30. The statement from the petty cash fund shows Selling Expense 
$72.50. Gave a check for this amount to restore the petty cash fund. 

43c. Sept. 30. Paid officers' salary for the month $750. (Debit Administrative 
Expense. If a Salary account were kept, this amount would be charged 
to Officers' Salaries account.) 

44c. Sept. 30. Prepare to post. Total all the columns in the Cash Book and 
Journal. Rule and balance the Cash Book, and rule the Journal, bringing 
down the footings in each as shown. Total the Purchases Book and Sales 
Book and rule and foot them. Do not post the footings of special columns 
and the totals of the Purchases and Sales Books until all other posting is 
completed. 

After the posting is completed, take a Trial Balance, then prepare and 
post Journal entries to record the following supplementary facts in the 
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books, and take a Final Trial Balance before closing. Refer to paragiaphs 
27 to 30. 

Merchandise Inventory, September 30 $32,815.94 

Insurance expired 40.00 

Accrued Assets: 

Interest accrued on Notes Receivable $3.74 

Accrued Liabilities : 

Interest accrued on Notes Payable $6.28 

Unpaid office help half-week 93.75 

Unpaid sales force half -week 117.90 

Unpaid delivery drivers half week 27.50 

Deferred Charges to Operation : 

Postage and office supplies $52.50 

Advertising matter on hand 37.50 

Depreciation : 

5% on Office Equipment ." $67.50 

5% on Store Fixtures 103.75 

10% on Delivery Equipment 150.00 

Reserve for Doubtful Accounts : 

4% of Accounts Receivable $415.79 

45c. Sept. 30. Prom the Final Trial Balance, prepare a Balance Sheet and a 
Profit and Loss Statement, and close the books by journal entries. Refer 
to paragraphs 35 to 37, and Illustrations. 

46c. Sept. 30. Close the Profit and Loss account into the Surplus account, 
transferring the net profit to Surplus : 

Profit and Loss $xxxx.xx 

Surplus $xxxx.xx 

Rule and foot all the accounts that have been closed. Any dividend 
declared would be charged to Surplus and credited to Dividend No. 1 
(or whatever number it may be) account. (See paragraph 123.) 

47c. Oct. 1. Prepare and post journal entries to close Accrued Assets, Accrued 
Liabilities and Deferred Charges to Operation accounts, and transfer the 
items in these accounts back to the accounts affected. Refer to paragraph 
' 40 and Illustration No. 26. Date these entries Oct. 1, because they should 
be posted below the rulings as they are to appear in the business of the next 
period. All entries hereafter are dated October 1. 

48c. Oct. 1. The Board of Directors have held a meeting and declared a 20% 
dividend. Prepare a journal entry and post it, to set up this dividend 
account. 

Surplus $xxxx.xx 

Dividend No. 1 $xxxx.xx 

Open "Dividend No. 1" account and post the above journal entry. 
Dividend No. 1 shows this to be the first dividend declared by the company. 
The next would be ** Dividend No. 2'^ and so on. In a large corporation 
where there are many stockholders a check would be made for the total 
amount of the dividend and deposited in a separate bank account, and the 
matter of making the checks and mailing them to stockholders put in 
charge of special clerks to save the officers or others this time, but in a 
small company the checks would be made by the bookkeeper, signed by 
the proper officer and mailed as soon as convenient. 

49c. Oct. 1. Gave J. D. Melton a check for $4,000 for his 20% dividend on 
200 shares of stock. Gave R. C. Palmer a check for $2,000 for his 20% 
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dividend on 100 shares of stock. Gave T. L. James a cheek for $2,000 for 
his 20% dividend on 100 shares of stock. 

Debit ** Dividend No. 1" on the credit side of the Cash Book, below 
the ruling for each of these checks separately. Post these entries to 
** Dividend No. 1" account in the Ledger, which will close the account. 

50c. Oct. 1. We have learned that Hartman Bros, have failed and the amount 
they owe us is a total loss. Make the following entry in the Journal and 
post it, to adjust this loss : 

Reserve for Doubtful Accounts $190.00 

Hartman Bros $190.00 

When this journal entry is posted, Hartman Bros, account is closed in 
the Sales Ledger and the loss is charged to the Reserve account. If this 
Reserve for doubtful accounts had not been set up, this would affect the 
Profit and Loss account, and be troublesome to adjust, but in this way 
the net profit is not disturbed. 

51c. Oct. 1. Rule and foot all the accounts that are closed and take a proof 
Trial Balance. 

Note: As the books of original entry must all be ruled and footed 
before the Trial Balance and the Profit and Loss Statement can be pre- 
pared, and as the Board of Directors must have the Profit and Loss State- 
ment before their meeting in which they may declare a dividend, the last 
transactions are dated October 1, and these entries are made below the 
rulings in the Journal and Cash Book and posted. It would be well to 
make this proof Trial Balance in the form of a Balance Sheet, to be sub- 
mitted to the management to show the condition of the business after the 
dividend has been paid, and before any other business has been recorded. 
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ILLUSTRATION NO. 64. DEBIT SIDE OP CASH BOOK 

Note: Sales Discount, $161.70, is posted to the debit of Sales Discount ac- 
count, and the same amount is also posted to the debit of Accounts Receivable 
account. 
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ILLUSTRATION NO. 65. CREDIT SIDE OP CASH BOOK 

Note : Purchases Discount, $429.33, is posted to the credit of Purchases Dis^ 
count account, and the same amount is also posted to the debit of Accounts 
Payable account. 
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ILLUSTRATION NO. 6a JOURNAL 

Ledger Accounts. Empire Grocer Co. 
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ILLUSTRATION NO. 07. LEDGER ACCOUNTS 



PSOBLEM 14. DETAILED STATEMENT AND SCHEDULES 

Prepare schedules to support the items, Accounts Receivable, $10,394.75 and 
Accounts Payable, $19,508.85 of the Balance Sheet, Exhibit A, Empire Grocer 
Co. Refer to paragraph 34, and Illustration No. 26. Observe that there is a 
change in Accounts Receivable on account of the failure of Hartman Bros. 

Prepare a detailed statement supporting Administrative Expense, Selling 
Expense and Delivery Expense, analyzing the amount of these expenses as. 
shown in the Profit and Loss Statement, Exhibit B. Refer to paragraph 33 
and Illustration No. 25. 

Submit the work for approval. 

Bookkeeping and Accounting: Bookkeeping is the systematic recording of 
business transactions, for the purpose of showing the progress of the business, 
and the condition of the business. Two kinds of books are used: books of 
original entry and books of final entry. The books of original entry are the 
Journal, Cash Book, Purchases Book, Sales Book or any book in which transac- 
tions are first recorded, as the intermediate step preparatory to posting the 
items to Ledger Accounts. The journal entry is the basis of every entry in 
any book of original entry. The book of final entry is the Ledger. If several 
Ledgers are kept, the books of final entry may be the General Ledger, Sales 
Ledger and Purchases Ledger, or General Ledger, City Ledger, Country Ledger 
and Purchases Ledger, or there may be any number of Ledgers divided accord- 
ing to the alphabet, or divided according to territory, or by states. Whatever 
number of Ledgers are used, there should be a controlling account for each 
Ledger, and the bookkeeper in charge of each ledger will prove his ledger with 
the controlling account in the General Ledger. Thus it will be seen how any 
number of bookkeepers may be employed and all their work harmonized. The 
Trial Balance at the end of each month, is taken from the General Ledger. 

The progress of the business is shown by the Profit and Loss Statement. 
The condition of the business is shown by the Balance Sheet, or statement of 
Assets and Liabilities. The correctness of these statements is tested by proving 
either statement with the other. These statements are *' Exhibits" made to 
show the results of the bookkeeping. These results are then incorporated into 
the books by a process called '* Closing the Books" or ** Closing the Ledger/' 
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The routine of bookkeeping is the recording of the transactions and posting 
the items to the Ledger accounts and taking a Trial Balance. Accounting is the 
auditing of the bookkeeping to verify the correctness of it, the preparation of 
the Balance Sheet and Profit and Loss Statement, the closing of the books to 
correspond with these statements, preparing analysis sheets or detailed state- 
ments, schedules and comparative statements for the information of the man- 
agement. It is also the part of accounting to devise forms and install systems 
to obtain better results and greater efficiency, securing the maximum of infor- 
mation for the minimum of eflfort ; and to devise forms and means to ascertain 
the cost per unit, per job, or per any given quantity in manufacturing. From 
this view point, the student will see that the highest goal to be reached is by 
progressive steps. 

This course is developed to a point that should qualify the bookkeeper to 
keep any form of books and do the accounting necessary to give the manage- 
ment all necessary and useful information. It develops the elements of 
accounting and does more than lay the foundation for higher accounting. It 
puts the student well on the way. 

Errors in Trial Balance: If the Trial Balance does not balance, there has 
been a mistake in posting or in addition or subtraction. Figures may have been 
transposed in putting down a number as in writing $24.60, when it should be 
$26.40. Some item may have been posted to the wrong side of some account. 
It may be that a mistake has been made in totaling the ledger accounts, or 
in totaling some book of original entry or some special column, or in adding 
the Trial Balance. Whatever the error, we know that if the Trial Balance 
does not balance there has been a mistake in some of these ways. There is no 
question about that. 

If an error is made by writing 54 for 45, or 36 for 63, or any other transposi- 
tion, the difference is always divisible by nine. For instance, 63 less 36 is 27 ; 
27 divided by 9 is 3, the difference between the two digits of the number trans- 
posed ; 6 less 3 is 3. So if the Trial Balance is out 27, it is probably a trans- 
position of 36 or 63. The same is true of any other transposition. Write 18 
for 81, and the balance is otit 63, which divided by 9 is 7, the difference between 
1 and 8, so if the (juotient after dividing by 9 is 7, it may be a transposition of 
18, 29 or 81. 

Suppose the Trial Balance were out 270 ; 270 divided by 9 is 30. The cipher 
shows that the transposition is in the tens and hundreds column, and the 3 is 
the difference between tlie two figures transposed, so the number may be 470 
for 740, 360 for 6:i0, or 580 for 850, or any number the difference in the digits 
of which is 3, and in the tens and hundreds column. 

Ascertain the amount the Trial Balance is out, then look for this amount, 
also for one-half this amount, for if an item were posted to the wrong side, the 
balance would be out double the amount of the item. Then verify the cash bal- 
ance and all the additions and subtractions. If this does not discover the error, 
check all the postings carefully, placing a check mark opposite each item in the 
ledger and in the book from which posted. After checking, look over the 
Ledger accounts, and the item not checked will be the error, if the error was 
made in posting. If it is not in posting, it is in adding or subtracting. 

A Trade Acceptance: A Trade Acceptance is a time draft, accepted, and is 
treated in the books as Notes Receivable, the same as any other note or ac- 
ceptance. It is defined by the Federal Reserve Board as a **Bill of Exchange*' 
(time draft) drawn by the seller of goods on the purchaser, and accepted by 
the purchaser. It is virtually the same in form as the ordinary acceptance, 
but its purpose is different. 
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The usual time draft accepted (acceptance) is used to make collection of 
accounts that are due or past due, and the fact that the ordinary time draft is 
drawn and accepted, is evidence of an extension of time on the book account, 
with whatever that may mean, while the purpose of the Trade Acceptance is 
to provide aji evidence of debt that can be used by the holder (the seller) in a 
better way than he can the open book account. In other words, it is a plan 
for putting the book accounts in the form of commercial paper, so they can 
be used through the bank, thus keeping; the money in action instead of lying 
idle in open book accounts. 

The Trade Acceptance is drawn and accepted at the time the sale is made 
or within a very few days thereafter, and carries with it no evidence of un- 
certainty. So this kind of paper is in the class of ** preferred commercial 
paper" and can be discounted at banks to an almost unlimited extent by a 
business, at a low rate and without aifecting the real borrowing capacity of the 
business. 

It does not cost the purchaser anything, and gives him all the time he ex- 
pects even on the open book account. It increases the seller's working capital 
and buying power, so that he can buy to better advantage and thus be in a 
position to do better by the purchaser (his customer). It is better for both 
the seller and the buyer. 

Reserve Banks are permitted to take Trade Acceptances as 'preferred com- 
mercial paper in almost unlimited amount as rediscounts from member banks, 
and even to buy or discount this kind of paper direct from the holder if other 
banks do not take it. This is important to show the class in which Trade Ac- 
ceptances are considered, but the value to the business interests of the United 
States, if this method were universal here, is almost beyond the stretch of the 
imagination. 

On open book accoimts, a business cannot expect to borrow at the bank 
more than 50% of their value, and in most cases much less, while if these ac- 
counts had been put into Trade Acceptances at the time the sales were made, 
the business could discoimt all of them at once, and have the money right back 
in the business, and in action. In most cases it would be unnecessary for the 
business to make large and long loans at the bank, if this were done. 

If Trade Acceptances were universally used in the United States, it would 
increase the working capital and business capacity of the concerns of this 
country probably 75%, and perhaps much more. It is hard to realize what 
this would mean. It would be a great saving to buyer and seller. It would be 
a great convenience to both. It would make the conducting of every business 
simpler and much more satisfactory. Every bookkeeper, every credit man, 
and every one in a position to do so should advocate the Trade Acceptance 
instead of the open book account. It is applicable to any wholesale or man- 
ufacturing business, and to a very large extent the retail business as well. 
It is the next thi ig to a cash business and very much more practical. With 
us, it is a matter of education. In Europe, it is in general use. 
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CORPORATION ACCOUNTINO 

103. A Corporation is an association of individuals united for some com- 
mon purpose, permitted by the law to use a common name, and to change its 
members without dissolution of the association. Under this name it may sue or 
be sued, and transact business the same as a person, in which sense it is an 
artificial person, created by law. 

104. Any change of partners in a partnership by retirement, death or other- 
wise, of one of the partners, dissolves the partnership, and makes reorganiza- 
tion, the forming of a new partnership, necessary if the partnership business 
is to be continued. So the life of a partnership depends upon the life of the in- 
dividual and on his ability to continue. 

105. The objects of forming: a corporation, or incorporating a business, are 
to secure more time, greater duration, than the probable life of an individual 
affords; to make it convenient to transfer the rights of ownership, or interest 
in the business, without affecting the organization ; to provide greater capital 
by making it convenient for investors of even limited means to become in- 
terested in the business on the same basis as those of larger means; to limit 
the liability o^ the owners who are the stockholders. 

106. The capital in a partnership is not limited to any particular amount by , 
law and may be increased to the limit of the ability of the owners, or decreased 
at the option of the owners ; while the capital of a corporation is established 
by law, and is specified in its * * Certificate of Incorporation, ' ' and this specified 
capital, so stated, cannot be increased nor reduced without taking the neces- 
sary steps required by law. 

107. Any business may change to a corporation, or any body of men may form 
a corporation, by making application for a ** certificate of incorporation'' to the 
proper authorities of the state under whose laws it is desired to incorporate, 
and complying with the corporation laws of that state. This application or 
certificate must be signed and executed before a notary public, or some oflRcial 
authorized to take the acknowledgment, by three or more persons, all of 
whom are subscribers to the stock of the proposed corporation and must state : 

1. The name of the proposed corporation, which name must not conflict 
with the name of any other corporation of that state. 

2. The purpose for which formed, the amount of capital stock, both com- 
mon and preferred, and the number of shares and par value of each. 

3. The location of the principal business oflSce, and the number, name and 
addresses of the first directors, not less than three, who must be subscribers 
to the stock of the corporation. 

108. The specific requirements are different in different states. The stock- 
holders are the owners, but the board of directors, elected by the stockholders, 
are the managers. The business is conducted by officers elected by the board 
of directors, usually President, Vice-President, Secretary and Treasurer, whose 
duties and powers are prescribed by the by-laws of the corporation and author- 
izations by the board of directors. 

109. Instead of submitting a sample '* Certificate of Incorporation," the 
student is referred to the law text in which the proper steps, legal features 
and requirements are set forth. It is usually the part of wisdom to place the 
matter of incorporation in the hands of a skilled lawyer. However^ a care- 
ful study of corporate organization and management will enable the student 
to better understand the affairs of the corporation. 
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The books usually kept to record the acts of the stockholders and Board 
of Directors, and records of subscriptions, stock issued, transfer of stock, and 
dividends in a large corporation are : 



Subscription Book 
Stock Certificate Book 
Stock Ledger 



Minute Book 
Dividend Book 



If stock is to be paid for in installments, an Installment Book is kept, which 
is like a receipt book. In a small corporation, a subscription list may be made, 
but the books usually kept are the Minute Book and the Stock Certificate 
Book. The Minute Book is a record of the acts of the Stockholders at stock- 
holder's meetings, and of the Board of Directors at their stated and special 
meetings. The Stock Certificate Book is a record of the stock issued and of 
cancellations. 

110. If the stock is to be paid for in installments, each subscriber is given 
a receipt from the Installment Book, upon the payment of each installment, 
and when the last installment is paid, a Stock Certificate is issued for the 
number of shares paid for and these receipts are taken up. These books are 
kept outside of, or aside from the regular business bookkeeping. They are 
usually kept by the Secretary or Secretary-Treasurer if one person fills both 
oflSces. These books are all printed blank forms ready to be filled out, and 
the posting from the stubs of the Stock Certificate Book to the Stock Ledger 
is a simple matter, and as the student may see and examine these blank forms 
at any place where these supplies are kept for sale, it is not necessary to il- 
lustrate them here. 

111. Opening Entries: R. C. Duffin, C. M. Miller, A. C. Allyn and E. W. 
Thomas have decided to incorporate the Atlas Trading Co. under the laws 
of the State of New Jersey. They have made application and received their 
Certificate of Incorporation authorizing a Capital Stock of $50,000, divided 
into 500 shares of the par value of $100. R. C. DuflSn has subscribed for 150 
shares at par, C. M. Miller for 125 shares at par, A. C. Allyn for 125 shares at 
par, and E. W. Thomas for 100 shares at par. All have paid for their stock in 
cash, and you are requested to open the books. 

January 1, 192 . ^^^^^ 



The Atlas Trading Company, Inoorpo rated 
under the laws of the State of New Jersey , 
on January 1, 192 , with an authorized oap 
Ital of $50,000, divided Into 500 shares of 
the par value of flOO. 



Subsorlptlons 
Capital stock 

For various subscriptions to the Capi- 
tal Stock of this company, las per Subscrip- 
tion Book. 

-1- 
Cash 

Subscriptions 

For payments received In full from . 
all subscribers to Capital Stock, as per 
Stock Certificate B6ok. 



50000 



00 



50000 



00 



50000 



00 



50000 



00 
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If this were a partnership, cash would be debited and each person credited 
for the amount invested, but accounts are not kept for stockholders of a Cor- 
poration. Instead of the names of the investors, ** Capital Stock'' account is 
used. The names of the stockholders appear only in the Subscription Book, 
Stock Certificate Book, and, in large corporations, in other books already 
mentioned, entirely separate from and independent of the business bookkeep- 
ing. The opening entry would be as in the preceding illustration. 

The first entry represents the subscriptions in the books and opens the 
Capital Stock account for the authorized amount. The second entry debits 
the cash received and closes the Subscriptions account. It is not necessary 
to list the names of the stockholders as the stock record books have that in- 
formation. The cash item is checked in the Journal to show it is not to be 
posted, and the cash is entered on the debit side of the Cash Book and checked 
there. 

112. Suppose, instead of paying the whole amount of their subscriptions at 
once in cash, the subscribers had agreed to pay their subscriptions in four in- 
stallments, monthly, beginning January 1. Then the subscriptions in the Sub- 
scription Book would be entered in the Installment Book, and the opening en- 
try would be : 



January 1, 192 



The Atlas Trading Company, Inoorporated 
January 1« 192 , tinder the laws of the State 
of Hew Jersey, with an authorlEed capital 
of |50,000, divided into 500 shares of the 
par value of llOO* the stihsorlptlons to the 
Capital Stook to be paid In four equal in- 
stallments. 

Installment Ho. 1. Jan. 1.. 192 
Installment No. 2, Feb. 1. 192 
Installment Ko. 3, Uar. 1, 192 
Installment No. 4, Apr. 1, 192 
Subsoriptions 

For various subscribers to the stook 
of this company as per Subscription Book 
and Installment Book. 



Cash 



-1- 
Installment No. 1, Jan. 1. 192 



For payment receiyed in full for In- 
stallment No. 1, by all subscribers. 



12500 
12600 
12500 
12500 



12500 



00 
00 
00 
00 



50000 



00 



00 



12500 



00 



On January 1, at the time the books are opened, the first installment is 
paid, hence the entry for the cash received. Of course, this cash would be 
entered in the Cash Book, ** credit Installment No. 1, Jan. 1, $12,500" on the 
debit side of the Cash Book, and checked, and only the item ** Installment No. 
1," posted to the credit of this account from the Journal which would close this 
account. The Journal entry for each installment could be omitted and the 
entry for each installment, when paid, entered in the Cash Book and posted to 
the proper Installment account from there. The result would be the same, but 
we prefer to record these payments in the Journal and show them by journal 
entry, and check the cash as explained. 
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As each installment is paid, an entry similar to the one above is made. 
When the final installment has been paid, the receipts issued from the Install- 
ment Book are taken up and the Stock Certificates issued from the Stock Cer- 
tificate Book to the various subscribers for the number of shares for which 
they have paid, and posted from the Stock Certificate Book to the subscribers' 
names in the ** Stock Ledger." Then the Subscription account must be closed 
and the Capital Stock account set up. Cash is already debited for the full 
amount of Subscription and the Installment accounts are all closed, so the 
Journal entry required now is : 

Subscriptions $50,000 

Capital Stock $50,000 

For the subscriptions to the Capital Stock paid in full by all subscribers. 

Note: The posting of this entry would close Subscriptions account^ and set up the 
Capital Stock account. 

Three months have elapsed since the corporation opened its books for busi- 
ness, and in the meantime there may have been many business transactions 
necessary to be recorded in the books of original entry and posted to Ledger 
accounts, but these entries for the subscriptions and Capital Stock need not 
interfere with that work. Trial Balances for the end of January, February and 
March would be taken before the final entry setting up the Capital Stock ac- 
count could be made, but Trial Balances may be taken in the usual manner, the 
Installment accounts and the Subscription account representing the paid up 
capital until these accounts are closed and the Capital Stock account opened, 
then the Installment accounts and the Subscription account will disappear from 
the next Trial Balance and the Capital Stock account will appear. 

113. Controlling. Account: It should be observed that the Capital Stock 
account in the General Ledger may be considered a controlling account for 
the ** Stock Ledger" previously mentioned. Of course, each stockholder is 
credited with the amount of stock he holds and all transfers of stock are 
posted from the Stock Certificate Book to the debit and credit of the stock- 
holders in the Stock Ledger. The total of all the credit balances in the Stock 
Ledger must equal the amount shown by the Capital Stock account in the 
General Ledger. 

114. Other Entries: It may happen that when a corporation is organized 
and all the stock is issued, there is not sufficient cash to carry on the business, 
because all or nearly all the capital stock was issued in lieu of or in payment 
for property turned over to the corporation by the subscribers. Money might 
be borrowed on notes or bonds, but suppose the stockholders should vote to 
donate 10% of their stock to be sold to raise money for the working capital. 
Should the stockholders of the Atlas Trading Co., shown in the first opening 
entry, decide to donate 10% or 50 shares of their stock for this purpose, what 
entry? 

This stock handed back to the corporation cannot be charged to Capital 
Stock account because this would reduce the Capital Stock and this is not law- 
ful. The capital stock cannot be reduced nor increased without formal appli- 
cation and legal permission by the state. This 50 shares of stock donated is 
placed in the hands of the Treasurer to be disposed of for the purpose in- 
tended, and until disposed of is Treasury Stock. The entry would be : 

Treasury Stock $5,000 

Working Capital $5,000 

The term "working capital" in this entry may be objected to on the 
ground that there is no working capital until this treasury stock is sold, or 
that the amount of it is in doubt, because the stock may be sold below par or 
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above par, and that this fact is better represented by using the term ** Contin- 
gent Working Capital/' or ** Working Capital Reserve," or ** Working Capital 
Suspense," until the exact amount is known, End then close this account and 
set up the account, ** Working Capital" by the entry, ** Contingent Working 
Capital" to ** Working Capital" for the proper amount. 

When this Treasury Stock is sold or any part of it, the Cash Book entry 
would be, credit '* Treasury Stock" on the debit side of the Cash Book, and 
when it is all sold the Treasury Stock account would be closed. But suppose 
this 50 shares of Treasury Stock were sold at 25% discount, what entry? 

Cash $3,750 

Working Capital 1,250 

Treasury Stock 

In this case the working capital would be reduced $1,250. 
Stock were sold at 25% premium, 25% above par, what entry? 

Cash $6,250 

Treasury Stock 

Working Capital 

Then the working capital would be increased $1,250. These are usually 
Cash Book entries, but may be entered in the Journal and Cash Book both as 
previously shown. 

115. Unsubscribed Stock: In a ** close corporation," that is, where there 
are a few stockholders who take all the stock, the stock is usually all taken and 
paid for at the time or within some limited time, but in many cases, and espe- 
cially in larger capitalization, usually only a part of the stock is subscribed at 
the time of organization. Only the stock that is paid for can be issued, and 
the remainder is unissued or unsubscribed stock. 

Suppose the Atlas Trading Co. is incorporated under the laws of the State 
of New Jersey on January 1, 192 — , with an authorized capital of $75,000, di- 
vided into 750 shares of the par value of $100, and the subscriptions as per 
Subscription Book are: R. C. Duffin, 150 shares; C. M. Miller, 125 shares; C. 
H. Ready, 100 shares ; A. C. Allyn, 75 shares ; E. W. Thomas, 50 shares, all at 
par, which subscriptions they pay in full in cash. There is left 250 shares un- 
subscribed. Prepare the opening entry. 

January 1, 192 



$5,000 
If the Treasury 



$5,000 
1,250 



The Atlas Trading Company, inoorporated 
January 1» 192, under the laws of the State 
of Few Jersey, with an authorized capital of 
#75, 000, divided loto 750 shares of the par 
value of $100. 

Subsorlptlons 

unsubscribed Capital Stock 
Capital Stock 

Por various subscribers to the stock of 
this company, as per Subscription Book. 



Cash 

Subscriptions 

Received payment In full for all sub- 
sorlptlons to capital stock, as per the 
Subscription Book and Stock Certificate 
Book. 



50000 
25000 



50000 



00 



76000 



50000 



00 



00 
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Then, suppose at a later date, January 5, E. D. Morgan, A. L. Hawkins and 
B. S. Peters subscribe for 20 shares each at par, which they pay in cash. These 
subscriptions would appear in the Subscription Book, and the Journal entries 
would be : 

— 5— 

Subscriptions $6,000 

Unsubscribed Capital Stock $6,000 

For subscriptions of E. D. Morgan, A. L. Hawkins and B. S. Peters, 20 shares 
each at par, as per subscription book. 



Cash 



— 5— 



Subscriptions 



.$6,000 



$6,000 



Received payment in full for 60 shares of the capital stock of this company 
as per Subscription Book. 

116. Proposition 1. Preferred Stock. The Acme Tool Co. incorporated 
under the laws of the State of Illinois on January 1, 192 — , with an authorized 
capital of $100,000 of which $50,000 is Preferred Stock, divided into 500 shares 
of the par value of $100, and $50,000 is Common Stock, divided into 500 
shares of the par value of $100. H. M. Huff, C. M. Barnes, L. D. Miller, O. 
H. White and T. L. Jones have each subscribed for 75 shares of the Preferred 
Stock at par, and 75 shares of the Common Stock at par. All have paid 
their subscriptions in cash, except H. M. Huff, who assigns a patent valued 
at $2,250, to the company to apply on his subscription to the Common Stock, 
and is allowed 30 days in which to pay the remainder of his subscription. 
This leaves 125 shares of the Preferred Stock unsubscribed and 125 shares of 
the Common Stock unsubscribed. Prepare the opening entry. 

January 1, 19g 



The Aome Tool company, Inoorporated under 
the lawe of the State of illinoie on January 
1, 192 , with an authorised capital of 9100,000 
of whlob $50,000 Is Preferred Stock, divided In 
to 500 shares of the par value of $100. and 
$50,000 Is Conmon Stock, divided Into 500 shares 
of the par value of $100. 

Subscriptions to Preferred Stock 
Subscriptions to Comnon Stock 
tmsubsorlbed Preferred Stock 
msubscrlbed Common Stock 

common Capital Stock 

Preferred Capital Stock 

For various subscriptions to the stock of 
this company, as per Subscription Book. 

-1- 
Cash 
Patent 

Subscriptions to Preferred Stock 

Subscriptions to Common Stock 

Becelved for subscriptions to the Capital 
Stock of this company, as per Stock Certificate 
Book. 



37600 
37600 
12600 

12600 



00 
00 
00 
00 



60000 
2260 



60000 00 
60000 00 



30000 
32260 



00 

00 
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Use journal and ledger paper and write this opening entry on the journal 
paper. Open accounts on the ledger paper and post this opening entry and 
then prepare a Balance Sheet from the Ledger accounts. A balance Sheet 
should be prepared immediately upon opening a set of books. 

The unsubscribed stock should appear on the credit side or liability side of 
the Balance Sheet as a deduction instead of an Asset on the Asset side. The 
subscriptions to Capital Stock, unpaid, should appear as an asset on the Bal- 
ance Sheet until they are paid. The Balance Sheet prepared from your 
Ledger accounts should appear as follows : 



Balanoe Sheet. Aome TQOl Co. January 1, 192 



Cash 

Patent 

Subaorlptlona to 

Preferred Stock 
SnbaorlptlonQ to 

QOBSDon Stock 



S250 00 



60000 
2260 

7600 



75000 



75660 "50" 



00 



Preferred Capital 
Stock 50000 

Leaa unanba.orlbed 
Preferred Stock 12600 



Preferred Capital 
Stook isaned 

Common Capital 
Stock 

Leaa imsYibaorlbed 
Common Stook 



common Capital 
Stock issued 



60000 
12500 



37600 



00 



117. Preferred Stock: The student has already observed that there are, or 
may be, two classes of stock, common stock and preferred stock. There may 
also be First Preferred and Second Preferred. The holders of the common 
stock have one vote for each share of stock held, in the election of the board 
of directors or upon any question stockholders may be called upon to vote. 
The preferred stock has no voting power (unless so specified when issued and 
offered for sale, which is unusual), but in the matter of dividends the pre- 
ferred stock takes preference over the ordinary or common stock, that is, 
when a dividend is declared to be paid out of the net earnings, the dividend 
must be declared on the preferred stock before any dividend can be declared 
or paid on the common stock. 

The only difference between the stock certificates of each kind of stock is 
that one is marked ** Preferred" and the other is marked ** Common." The 
preferred stock receives dividends first, then if a suflScient amount remains of 
the net earnings, a dividend may be declared on both common and the pre- 
ferred. 

If the preferred stock is ** Cumulative," then all the dividends that have 
been passed, that is, not paid, must be paid before any dividend can be declared 
and paid on the common stock. If the preferred stock is not cumulative, then 
if dividends have been passed, not declared, for any period, neither the pre- 
ferred nor the common will receive any dividends for that period. 

The Unsubscribed Capital Stock might be called ''Unissued Stock" but 
Treasury Stock is also unissued stock. It seems better to name all stock of the 
Corporation that is returned to it, by donation or otherwise, as Treasury Stock, 
and any part of the Capital Stock that has not been subscribed for as ** Un- 
subscribed Capital Stock." However, ** Unsubscribed Treasury Stock" and 
*• Unsubscribed Capital Stock" could be used to distinguish them. 
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118. Proposition 2: Changing to a Corporation. W. G. Warner & Co., 
Wholesale, a partnership, have decided to change to a corporation and con- 
tinue the same business, using the same name and the same books. They sub- 
mit the following Balance Sheet, and request you to make the change in their 
books. 



Balance Sheet , 



0, Warner & Co. January 1, 192 



Cash 


2500 


00 


Notes Payable 


1500 


00 




Notes Receivable 


4500 

5600 


00 

00 


Accounts payable 


3500 


00 




Accounts Receivable 


5000 


00 




Mdse. Inventory 


5400 


00 


W. G. Warner .capital 


8500 


00 




Office Equipment 


1000 


00 


J. C. Adams, Capital 


a5oo 


00 




Delivery Equipment 


1000 


00 












20000 


00 


20000 


00 

















They have made application and received their ** Certificate of Incorpora- 
tion" under the laws of the State of Ohio, authorizing a Capital Stock of 
$15,000, divided into 150 shares of the par value of $100. Since the **Nom- 
inar* accounts in their books have been closed and the only accounts stand- 
ing open are those shown in the Balance Sheet, and as the same books and the 
same accounts are to be continued, it is not necessary to close any accounts ex- 
cept their Capital Accounts. We assume that their Personal Accounts have 
been closed into their Capital Accounts, as they do not appear in the Balance 
Sheet. The Capital accounts must be closed because no account is kept with 
the stockholders in a corporation. The entry then, to change the books, in- 
volves only their Capital accounts, and the Capital Stock account. The entry to 
change the books is : 

January 1, 192 



W. G. Warner & Co., incorporated under th€ 
laws of the State of Ohio, on January 1, 192 , 
with an authorized capital of (15,000 divided 
into 150 shares of the par value of $100. 

W, 0. Warner, Capital 

J. C. Adams. Capital 

Capital Stook 

For 150 shares of stook accepted by W* 0. 
Warner and J* C* Adams in full payment of 
their Interests in the firm of W. G. Warner & 
CO., 85 shares to W* G* Warner to close his 
aocount, and 65 shares to J. C. Adams to 
close his account, and change the books to a 
corporation system. 



8500 
6500 



16000 



00 



When this entry is posted, the partners' capital accounts will be closed 
and the Capital Stock account set up. No other entry is necessary, as the same 
books and accounts are to be used. The stock held by W. G. Warner and by 
J. C. Adams represents their interests in the business. 
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119. Proposition No. 3. W. G. Warner and J. C. Adams decide to open an 
entirely new set of books, and you are given the same Balance Sheet as in 
Proposition No. 2. It is necessary now to close the old books, and open the 
new books. The same business is being continued, as a corporation, and the 
old books, being a part of the history of the business, should show the facts. 
Use journal paper and prepare the journal entries from the Balance Sheet to 
close the old books, as follows : 



January 1, 192 








^^^ 


W. G. Warner & Co. 


To olose the asset aooounts 


20000 


00 






cash 


and transfer them to W. 0. 






2500 


00 


Botes Receivable 


Warner & Co. as per agree- 






4500 


00 


Aooonnts Reoelvable 


ment. 






5600 


00 


Mdse. Inventory 








5400 


00 


Of floe Equipment 








1000 


00 


Delivery Equipment 








1000 


00 


-1- 
notes payable 


TO olose the liability ao- 


1500 


00 






Aooounts Payable 


connta and transfer them 


3500 


00 






W. C Warner & Co 


to W. G. Warner & Co., as- 
sumed by agreement. 






5000 


00 


-1- 
W. 0. Warner & Co. Stook 


For stock received In full 


15000 


00 






W. G. Warner & Co. 


payment of our Interests in 
the partnership. 






15000 


00 


-1- 
W. 0. Warner. Capital 


To close the partners' Cap- 


8500 


00 






J. C. Adams. Capital 


ital accounts and to dis- 


6500 


00 






W. G. Warner & Co. Stook 


tribute the stook according 
to their Interests; 85 
shares to W. G« Warner, and 
65 shares to J. C. Adams 






15000 


00 



Use ledger paper and set up the accounts shown on the Balance Sheet and 
post the above journal entries to the Ledger accounts, which will show the old 
book^ closed. Rule and foot the accounts. The next step is to open the new 
books. Use a new sheet of journal and ledger paper and prepare and post the 
opening entries to list the assets and liabilities in the new books, as follows: 

January 1, 192 



W* G* Warner ft Co., Incorporated under the 
laws of the State of Ohio on January 1, 192 , 
with an authorized oapltal of (15,000, divided 
into 150 shares of the par value of $100. 



Subscriptions 

capital stook 



85 shares to W* G. Warner, 
and 65 shares to J. C. Adams, 
as per subscription list* 



Cash 

Notes Heoelvable 
Aooounts Receivable 
Mdse. Inventory 
Office Equipment 
Delivery Equipment 
notes payable 
Aooounts Payable 
Subscriptions 



Por asseta accepted and lia- 
bilities assiuned in full pay- 
ment for 150 shares of the 
capital stock of this com- 
pany as per Minute 3ook and 
Subsoriptlon Book. 





1 






15000 


00 










15000 


00 


2600 


00 






4500 


00 






5600 


00 






5400 


00 






1000 


00 






1000 


00 










1600 


00 






3500 


00 






16000 


00 











When these entries are posted, the new books are opened and the accounts 
stand ready to receive the business for the coming period. It would be neces- 
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sary to make a schedule of customers' accounts and reconcile them with Ac- 
counts Receivable, $5,600. This schedule should be copied in the Journal and 
posted to customers' accounts in the Sales Ledger. It would not be a journal 
entry, but a memoranda. A schedule of Accounts Payable should be treated 
in the same way, and the creditors' accounts opened in the Purchases Ledger. 
Also a schedule of Notes Receivable and Notes Payable. These schedules 
are omitted here. Post the above entries to Ledger accounts on ledger paper, 
and prepare a Balance Sheet. Always prepare a Balance Sheet immediately 
upon opening a set of Books. 

120. Proposition 4. Consolidation: A. C. Allyn & Co., a corporation, con- 
ducting a hardware business, and Johnson & Taylor, a partnership in the same 
line of business, have agreed to consolidate, and have organized the Akron 
Hardware Co., incorporated under the laws of the State of Ohio, on January 
1, 192 — , with an authorized capital of $150,000, divided into 750 shares of 
Preferred Stock of the par value of $100 and 750 shares Common Stock of the 
par value of $100. 

It is agreed that A. C. Allyn & Co., of which A. C. Allyn and E. W. Thomas 
are the only stockholders, shall be allowed $15,000 for the Goodwill of their 
business, and that Johnson & Taylor shall be allowed $10,000 for the Goodwill 
of that firm. 

> Upo^ this basis, A. C. Allyn & Co. are to be given 400 shares of Common 
Stock and 400 shares of Preferred Stock of the Akron Hardware Co. for their 
business, for which they have subscribed. Johnson & Taylor are to be given 
178 shares of Preferred Stock and 178 shares of Common Stock of the -^ron 
Hardware Co., for their business for which they have Subscribed. 

Outside parties have subscribed as follows: W. T. Bigbee for 125 shares 
of Preferred Stock at par which he pays for in cash, and E. M. Shepard for 100 
shares of Common Stock at par, and pays for 75 shares, $7,500, in cash, and 
is allowed 30 days in which to pay for the remaining 25 shares. This leaves 47 
shares of Preferred Stock unsubscribed and 72 shares of Common Stock un- 
subscribed. 

The following Balance Sheets of these concerns are submitted to you, and 
you are asked to close the old books of each business and to open the new books 
for the Akron Hardware Co. 



Balance Sheet of A. C. Allyn & Co. January 1, 19 



Current Asset a: 



Cash f 4, 650. 00 

Petty Cash 36.00 

notes Reoelvable 
Aoota* Beoelvable 
ledae. Inventory 
Total Current Aaaeta 

Fixed Aaaeta: 

Offloe Bqulpment 
store Flxturea 
Delivery Equipment 
Real Eatate 

(Store Bulldlnf) 
total Fixed Aaaeta 




Current Liabllltiea; 

noted Payable 11800 

AoooantB Payable \ 9600 



Fixed Liabilities: 

Mortgage Payable 
Total Liabllltiea 

Capital Stoolc 
Surplua 



50000 
15000 



21600 



ims. 

31600 
65000 



96600 



00 



M 



foo 

00 



00 
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. Ji 



^ fylor. 



1, 1» 



IfiM* lJiT«ot orj 
Tttftl Cvrmt AM#tt 

rotfti riM^ 4«Mt« 



6400 

7600 
6900 



T60 



00 



00 

00 



31300 



1700 

30000 



Cvmat UaMUtiM: 
MtM PBjrakltf 

r»t«i LUkiiitiM 



00 



W 



J.T«Joba0Oa.C«plt*l,il55OO 
Atmomt TOO 



V.B.Tftylor .Cspltmi 913750 
OOILms Ma P«r«oiial 

Ao^ovat _ 9S0 



MOO 



1200G 



i2aoc 00 



oc 



740C OO 



i»£&Qi:ilQ 



3300G 00 



To Close A. C. Allyn & Co. : The first step is to close the old books of A. 
C. Allyn & Co. Before preparing the journal entries to close these books, 
use ledger paper on which to set up the accounts in the Balance Sheet, that 
hf copy the accounts shown in the Balance Sheet as follows: 



Capital Stock 





il Jan. 1 


50000.00 




Surplus 






li Jan. 1 


15000.00 




Cash 




Jan. 1 


4650.00 II 
Petty Cash 





Jan. 1 35.00 1| 

Notes Receivable 



Jan. 


1 


12867.25 II 
Accounts Receivable 


Jan. 


1 


28746.50 II 






Merchandise Inventory 



Jan. 1 18501.25 || 

Goodwill 



Akron Hardware Co., Pfd. Stock 



Office Ek]uipment 



Jan. 1 1800.00 i; 

Store Fixtures 

Jan. 1 2600.00 !; 

Delivery Equipment 

JanTl 2400.00 1; 

Real Estate 

Jan. 1 25000.00 jl 

Notes Payable 

II Jan. 1 11800.00 

Accounts Payable 

II Jan. 1 9800.00 

^lortgage Payable 

, I Jan. 1 10000.00 

Akron Hardware Co. 

II 

Akron Hardware Co., Common Stock 



Note: Four new accounts are opened and the journal entriee to close are to be posted 
tu the above accounts. 

The Goodwill, $15,000, allowed A. C. Allyn & Co. is an accrued profit to 
that concern and will add $15,000 to their present Surplus, and the account, 
** Goodwill," will appear as an asset. The first journal entry records the 
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Goodwill and credits this accrued profit to Surplus. The Assets and Liabilities 
are transferred to the Akron Hardware Co. by one journal entry to close the 
Assets and one journal entry to close the Liabilities. Copy the following 
journal entries on journal paper, and post them to the Ledger accounts that 
have been set up. 



January 1, 192 



Goodwill 
Surplus 



-1- 



Akron Hardware Co 
Cash 

Kotos ReodlTablo 
Aooonnta Reoolvatlo 
Mdao- Inventory 
Offloe Equipment 
Store Flxtnrea 
Delivery EqDlpment 
Heal Estate 
Goodwill 



votes Payable * 
Aooonnta Payable 
Mortgage Payable 

Acron Hardware Co. 



Akron Hardware Co. 

Comnon Stook 
Akron Hardware Co 

preferred Stook 
Akron Hardware Co. 



Capital SLtook 
Surplus 

Akron Hardware Cc 

common Stook 
Akron Hardware Co 
Preferred Stook 



-1- 



.1- 



Por value of Goodwill 
plaoed on this Coiqpany 
by agreement • 

To oloa^ the aaaeta and 
Goodwill agreed upon as 
an additional asaet, and 
to transfer them to the 
Akron Hardware Co . , as 
per agreement 



To oloae liabilities of 
thla Company, and trans- 
fer them to the Akron 
Hardware Co., whloh they 
assume aa per agreement 



Por 400 shares eaon of 
common and Preferred 
Stook reoelved, and to 
oloae the latter aooount 



to olose these aooonnta 
and distribute the 400 
shares eaob of Coonon 
and Vret^rr^^ stock to 
our atookholdera. upon 
the surrender of their 
stook, In the ratio of 
4/6 share of each com- 
mon and Preferred for 
one share of the stook 
of our company 



15000 



111600 



11800 

9800 

10000 



40000 
40000 



60000 
30000 



OC 



OC 



15000 



4685 

12867 

28746 

18601 

1800 

2600 

2400 

25000 

15000 



31600 



80000 



40000 
40000 



00 



00 
25 
50 
25 
00 
00 
00 
00 
00 



00 



00 

00 

00 



Note: A. C. Allyn & Co. receive 400 shares each of common and preferred for 500 
shares of their stock or 400 or 4 of a share of each common and preferred for one share 

500 5 

of their stock. Their Capital Stock was $50,000 or 500 shares. When the above entries 
are posted the books of A. C. Allyn & Co. will be closed. Rule and foot the Ledger accounts. 

To Close Johnson & Taylor : The next step is to close the old books of John- 
son & Taylor. Before preparing the journal entries to close these books, set up 
the accounts as shown on their Balance Sheet on ledger paper the same as 
was done with the accounts of A. C. Allyn & Co. Balance Sheet. Use a separate 
sheet of ledger paper. Open the Capital and Personal accounts of both John- 
son and Taylor. 

Having opened the accounts, use a separate sheet of journal paper and copy 
the following journal entries to close the books of Johnson & Taylor and post 



Digitized by 



Google 



152 



BOOKKEEPING AND ACCOUNTING 



them to the Ledger acconnts. The Goodwill, $10,000, is an accrued profit de- 
termined by the agreement and is to be divided equally between the partners. 
One entry is required to record the Goodwill and divide it between- the part- 
ners. One entry to close the partners' Personal accounts into their Capital ac- 
counts. One entry to close the Assets and transfer them to the Akron Hard- 
ware Co., and one entry to close the Liability accounts and transfer them to 
the Akron Hardware Co. Then one entry to receive the stock in payment for 
the business, and one entry to close the Capital accounts and distribute the 
stock. 



Janoary 1. 192 



Goodwill 

J. T. Johnson. Capital 
H. M. Taylor, Capital 



J . T • Johnson , Capl tal 
n. M.Taylor, Capital 

J.T.Johnson, Personal 
V. II 'Taylor, Personal 



Akron Hardware Co. 
Cash 

votes Reoelvable 
Aoots. Reoelvable 
Mdse. Inventory 
Offloe Eqnlpoent 
Store Fixtures 
Goodwill 



votes Payable 
Aooounts payable 

Akron Hardware Co. 



Akron Hardware Co. 

Preferred Stook 
Akron Hardware Co. 
Common Stook 
Akron Hardware Co. 



J.T.Johnson, Capital 
N.M.Taylor, Capital 
Akron Hardware Co. 

Preferred Stook 
Akron Hardware Co. 
common Stook 



-1- 



-1- 



To divide the coodwl'll 
between the partners as 
an acorued business profit 
which Is allowed by the 
Akron ^{ardware Co. 



To olose the partners' 
personal aoootmts into 
their Capital aooonnts. 



To olose the assets In- 
olndlng Goodwill, allowed 
as an additional asset, 
and to transfer the as- • 
sets to the Akron Hard* 
ware Co. as per agree- 
ment. 



To olose the liability 
aooonnts and transfer 
them to the Akron Hard- 
ware Co . , which they as- 
sume as per agreement. 

For 178 shares each of 
Preferred and Common 
stock, received in full 
payment for our busi- 
ness. 



To oloae these acconnts 
and distribute the stock 
received: 69 shares each 
of Preferred and Common 
stock to J. T. Johnson, 
and 89 shares each of 
Preferred and Common 
Stock to R. M. Taylor. 



10000 



700 
950 



43000 



2900 
4500 



17800 
17800 



17800 
17800 



00 



00 



ROOO 
5000 



700 
950 



6400 

7600 

8900 

9500 

760 

950 

10000 



7400 



35600 



17800 00 
178C0 00 



00 



00 



"When these journal entries are posted to the Ledger accounts, the old books 
of Johnson & Taylor will be closed. Rule and foot the Ledger accounts. The 
next step is to open the new books for the Akron Hardware Co. Li the open- 
ing entry, it is not necessary to list the subscribers as their names are in the 
Subscription book. The first entry records the Subscriptions and opens the 
Capital Stock accounts for each kind of stock. The next two entries show the 
subscriptions paid by taking over each business. The fourth entry records 
cash received for the subscriptions from outside parties. The other entries 
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are to list the assets and liabilities received from each concern and record 
them in the books of the new company. Use a new sheet of journal paper 
and record the following journal entries. Study each entry while making it. 



January 1, 192 



The Akron Hardware Co. inoorporated under 
'the laws of the State of Ohio, January 1, 198 
with an authorized capital of {160. 000 divided 
into 750 ehares of preferred etook of the par 
value of (100 and 760 shares of oommon stook 
of the par value of flOO 

Suhsoriptlons to Preferred Capital Stook 
Subsoriptions to Common Capital Stook 
Unsnbsoribed Praferred Capital Stook 
Unsubsorlbed Common Capital Stook 

Preferred Capital Stook 

Common Capital Stook 

Various subsoribers to the Capital Stook 
of this oompany as per subsoriptlon book. 

-1- 
Assets of A. C. Allyn & Co. 

Liabilities of A. C. Allyn & Co. 
Subscriptions to Preferred Capital Stook 
Subscript ions to Common Capital Stdbk 

For stook Issued in payment for the 
business of A. C. Allyn & Co. as per 
agreement . 

-1- 
Assets of Johnson & Taylor 

Llabllitled of Johnson & Taylor 
Subscriptions to Preferred Capital Stook 
Subscriptions to Common Capital Stock 

For stock Issued in payment for the 
business of Johnson & Taylor. 



Cash 

Subscription to Preferred Capital Stook 
Subscription to Common Capital Stook 

deceived for payment of 125 shares of 
preferred Stook by W. T. Biebee, and 100 
shares of Common Stook by E* M. Shepard, 
both at par. 



70300 

67800 

4700 

7200 


00 
00 
00 
00 


76000 
75000 


00 
00 


111600 


00 


31600 
40000 
40000 


00 
00 
00 


43000 


00 


7400 
17800 
17800 


00 
00 
00 


20000 


00 


12600 
7600 


00 
00 



The journal entries to list the assets received and the liabilities assumed, and 
record them in the books of the new corporation, are shown in the following il- 
lustration. Of course, schedules should be prepared for Accounts Receivable 
and Accounts Payable, in each case. These schedules should be copied in the 
Journal and posted to the customers * accounts in the Sales Ledger, and to the 
creditors' accounts in the Purchases Ledger. After this is done, and the entries 
are all posted, the books of the new corporation will be opened and stand ready 
to receive new business. A Balance Sheet should then be prepared to show 
the condition of the business at the beginning of the new business and after the 
books are opened. 

Use a separate sheet of ledger paper and post these journal entries to the 
new Ledger accounts. When these entries are posted the books of the new cor- 
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poration, Akron Hardware Co., will be opened ready to receive the business 
for the coming period. 

janaurjr 1, 192 



^ cash 

Notes Reoelvable 
Aooounts Reoelvable 
Mdse. Inventory 
Offioe Equipment 
Store Plxturea 
Delivery Equipment 
Real Estate 
Goodwin 

Assets of A. C. Allyn & Co 



To list the assets of 
A. C. Allyn & Co. ao- 
qulred from that oom- 
pany, and to close the 
assets of A. C. Allyn 
& Co. aooount* 



Liabilities of 

A. C. Allyn & Co. 
Botes Payable 
Aoots. payable 
Mortgage Payable 



Cash 

Notes Reoelvable 
Aoots. Reoelvable 
Mdse. Inventory 
Offloe Equipment 
Store Fixtures 
Goodwill 
Assets of 

Johnson & Taylor 



Liabilities of 

Johnson & Taylor 
Notes Payable 
Aooounts Payable 



-1- 



To list the liabil- 
ities of A. C. Allyn 
& Co. assumed by us 
and to olose the 
Liabilities of 
A. C. Allyn & Co. 
aooount. 



To list the assets ao 
quired from Johnson & 
Taylor and to close 
the "Liabilities'* ^f 
Johnson & Taylor ao- 
oount. 



4665 

12867 

26746 

18501 

1800 

2600 

2400 

25000 

16000 



31600 



00 



-1- 



To list the liabili- 
ties of Johnson & 
Taylor assumed by us, 
and to olose Liabili- 
ties of Johnson & Tay- 
lor aooount. 



5400 

7600 

8900 

7500 

750 

950 

10000 



7400 



00 



111600 



11600 

9800 

10000 



00 



43000 



2900 
4500 



00 



After posting these opening entries, it is usual to prepare a Balance Sheet 
to show the condition of the books. Prepare this Balance Sheet. If the en- 
tries have been properly made and correctly posted, the Balance Sheet should 
appear as follows : 

Balance Sheet, Akron Hardware Co. January 1, 192 



Current Assets: 

Cash 

Notes Reoelvable 
Accounts Receivable 
Mdee. Inventory 
Subscription te Com 
men Capital Stock 
Total Current Aseets 

Fixed Aeeete. 

Office Equipment 
Store riztnrea 
Delivery Equipment 
Real £etate. 

store Building 
Goodwill 
Total Fixed Aseete 



30065 
20367 
37646 
28001 

2500 



2550 
3550 
2400 



116600 




00 



Current Llabllltlee: 

Notee Payable 
Accta. Payable 
Total Current Lla- 
bllltlea 



Fixed Llabllltlee; 

Mortgage Payable 
Total Llabllltlee 



Preferred 

Capital Stock 
Leee unsubecrlbed 

Preferred Stock 

I Common Capital Stock 
Leae Unsubscribed 
common Capital Stock 



14700 
14300 


00 
00 


29000 


00 










10000 


00 


3565J 


do 


76000 


00 






4700 


00 


70300 


00 


75000 


00 


7200 


00 


67800 


99 




5& 







ILLUSTRATION NO. 68. BALANCE SHEET. CORPORATION 
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121. Discount and Premium: The ''face value" of a certificate of stock is 
its **par value." The par value of stock may be $1, $5, $10, $25, $50 or $100. 
The par value is printed on the face of the stock. When stock is sold below 
par, it is sold at a discount^ and when sold above par, it is sold at a premium. 
But stock sold and issued above par or below par does not reduce nor increase 
the Capital Stock as shown by the Capital Stock account. 

The Central Foundry Co. is incorporated with an authorized capital of 
$100,000, divided into 1000 shares of par value of $100. If subscriptions have 
been accepted at **90" (which means 10% below par or a discount of 10%), 
what is the opening entry? 

Omitting the preliminary wording for the opening entry, the journal en- 
tries would be as follows : 

Subscriptions $90,000.00 

Discount on Stock 10,000.00 

Capital Stock $100,000.00 

Then, for receipt of payment from the subscribers and the issuing of the 
stock, the following : 

Cash $90,000.00 

Subscriptions $90,000.00 

''Discount on Stock" account shows on the books as a debit balance, and 
really shows a loss. Every debit is an asset or a loss, and it certainly is not 
an asset. It would not be the proper thing to write oflf this $10,000 to Profit 
and Loss at the end of the period, because it is not a loss sustained by one period, 
but by many periods to come. A certain part of it should be written off each 
year, whatever amount seems proper, considering the progress of the business, 
and the remainder allowed to appear in the Balance Sheet as if it were an 
asset, until it is all written off. 

Suppose the Central Foundry Co. had received subscriptions at "115" 
(15% above, par or 15% premium), what entry? 

Still the Capital Stock must show exactly the authorized capital. The 
actual capital of the company now is $100,000 plus $15,000, but the $15,000 is 
Surplus, and represented by the "Surplus" account. It would appear in the 
Balance Sheet as a credit balance. Omitting the preliminary wording, the 
opening entry would be : 

— 1— 

Subscriptions $115,000.00 

Capital Stock $100,000.00 

Surplus 15,000.00 

— 1— 

Cash $115,000.00 

Subscriptions $115,000.00 

When these entries are posted, the Subscriptions account will be closed and 
the Capital Stock and the Surplus accounts will be set up. 

122. Bond Issues: When a corporation decides to do some financing, that 
is, raise funds for enlargement or betterment or in order to carry on the in- 
creased volume of business, the usual methods are to issue short time notes to 
be sold to investors, or if the funds are needed for a longer period of years, 
mortgage bonds are issued to be sold to investors commonly called "Bonds." 
These bonds are secured by a mortgage on the property of the company. 

Suppose the Central Foundry Co., incorporated for $100,000, has issued all 
of its stock at par and has virtually all the money invested in the business, 
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and has decided to borrow $50,000 by issuing 10 year bonds secured by a first 
mortgage on its property. If these bonds were all subscribed and paid for in 
cash, the entry would be simply : 

Cash : .$50,000 

First Mortgage Bonds Payable $50,000 

but suppose the entire issue were placed in the hands of underwriters to be 
sold, and the underwriters charged 5% or $2,500 for their services, and the 
bonds are taken at par. What entry ? 

Cash $47,500 

Underwriting Expense 2,500 

First Mortgage Bonds Payable $50,000 

The Underwriting Expense $2,500 would be written off the same as ''Dis- 
count on Stock," already explained. But suppose, instead of a fixed underwrit- 
ing expense as above, the bonds are taken by bond houses at **93," that is 7*/r 
below par. . What entry ? 

Cash $46,500 

Discount on Bonds 3,500 

First Mortgage Bonds Payable $50,000 

This ''Discount on Bonds'' should be written off the same as "Discount on 
Stock,'' explained before. Again, suppose, as is sometimes done, the company 
should offer one share of unsubscribed stock as a bonus with each $1,000 bond, 
as an inducement to investors, And the bond houses took the bonds and the 
bonus stock at "96" for the bonds. What entry? 

Cash .; $48,000 

Stock Bonus 5,000 

Discount on Bonds 2,000 

First Mortgage Bonds Payable $50,000 

Unsubscribed Stock 5,000 

Both the Stock Bonus and the Discount on Bonds would be written off from 
time to time the same as Discount on Stock previously explained. Of course, 
if Treasury Stock were given as the bonus, the term "Treasury Stock" would 
be used instead of "Unsubscribed Stock." 

123. Dividends: That part of the profits which the board of directors may 
decide shall be paid to stockholders is called a "Dividend." It is not usual and 
would not be wise for a corporation to pay out all of the profits in dividends to 
stockholders each year, for then the corporation would be in no better condi- 
tion after a number of years than it was when it began. It is the part of wis- 
dom and good financing to withhold or reserve a considerable part of the net 
earnings each year. These profits withheld will appear in the Surplus ac- 
count and in the reserve accounts. Reserve for Bad Debts, Reserve for De- 
preciation, Reserve for Taxes, etc. Stockholders are not entitled to dividends 
until the board of directors have by vote "declared a dividend." 

The net profit of a corporation is determined exactly the same as the net 
profit in any other business. Only the entries for the distribution of the 
profits at the end of a period is different from that of a partnership or a sole 
proprietor. 

The Union Steel Co. is incorporated with an authorized capital of $100,000 
divided into 1,000 shares of the par value of $100; 850 shares or $85,000 of 
the stock has been issued to stockholders, and 150 shares or $15,000, of the stock 
is unsubscribed. At the end of the fiscal period, the Profit and Loss State- 
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ment shows a net profit of $15,300, after all depreciation is written oflf, and 
the usual reserve accounts set up. The Board of Directors, at a regular meet- 
ing, have declared a dividend of 10% or $10 a share, and instruct that the re- 
mainder of the net profit be carried to Surplus. The entry to close the Profit 
and Loss account and distribute the net profit, is as follows : 

Profit and Loss '. $15,300.00 

Dividend No. 1 $8,500.00 

Surplus 6,800.00 

The 10% dividend can apply only on the stock that has been issued $85,000 
or 850 shares. When this entry is posted, the Profit and Loss account is closed, 
** Dividend No. 1" account is opened and the remainder of the profit is trans- 
ferred to Surplus. 

Now, as checks are sent to each stockholder for his part of the dividend. 
Debit ** Dividend No. 1'* on the credit side of the Cash Book, and when the 
dividend is all paid, ** Dividend No. 1" account will be closed. Dividend No. 
1 would indicate that this is the first dividend paid, and subsequent dividends 
would be designated as Dividend No. 2, and so on, numbered consecutively. 

It may happen, in some cases that one or more dividend checks may be 
returned on account of wrong address, and the stockholder cannot be located 
at present. The returned check is canceled and an entry made in the Cash 
Book, crediting ** Unpaid Dividends" on the debit side of the Cash Book, and 
this account would stand open until the party or parties were located and 
the amount paid. 

In a large corporation where there are a large number of stockholders, a 
Transfer Book is kept to show the various transfers of stock. This book is 
posted to the Stock Ledger. A Dividend Book is kept to show the dividend to 
which each stockholder of record is entitled. A check is issued for the en- 
tire amount of the dividend and deposited in a separate bank account under 
an appropriate name. Then checks are drawn on this account for each stock- 
holder. The purpose is to segregate the work where a large number of 
dividend checks are to be sent out a number of times a year, probably every 
three months. In this way this vast amount of check writing and detail in 
keeping the Transfer Book and Dividend Book and Stock Ledger can be made 
independently of the regular bookkeeping, and put in charge of a separate set 
of clerks. 
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CHAPTER Vn 
SPECIAL COLXTMN JOURNAL— CASH J0X7BNAL 

124. This Special Column Journal combines the four books of original en- 
try, Purchases Book, Sales Book, Cash Book and Journal, into one book. The 
purpose of it is to show to what extent special columns may be used. This 
form may be adapted to a trading business as shown here, or it may be adapted 
to a non-trading business, such as : Law Office, Architect, or other professional 
firms, or to a Hospital or Social Organization, by simply using the headings for 
the special columns that the nature of the business may require. 

125. The columns to the left, the Cash Columns, show the cash received and 
paid out, and is the Cash account. The difference between the total of the two 
columns is the cash balance at any date. The cash balance is taken to the Trial 
Balance at the end of the month, the same as if it were a Ledger account. No 
items are posted from these columns. 

126. Post the items in the General column only, and post the footing of all 
special columns at the end of the month. Check every item that goes in a 
special column to show it is not to be posted unless the item should appear 
on the same line with an item in the General column, that must be posted. In 
posting payments received from customers who get a discount, post both items 
to the credit of the customer's account the same as you did in the first Cash 
Book. In posting payments to creditors where a discount is received, post both 
items to the debit of the creditor's account. Where an entry requires two lines 
to make the entry plain, use only one date, that is, use the date but once. 

127. Each page of this Cash Journal must be proved at the time the foot- 
ings of the columns are carried forward to a new page. The total of all the 
debit columns must equal the total of all the credit columns, except that the 
Purchases Discount column and the Sales Discount column are omitted in the 
proof, because these columns are posted to both the debit and credit sides of 
the Jjedger. 

128. The student will use the business transactions of Chapter IV for 
this set. Page the books and write the headings for the special columns as in 
the following illustrations. After the transactions are recorded and posted, 
prepare a Trial Balance, Balance Sheet, Profit and Loss Statement, and close 
the books. The only inventory to be used at the end of this set is Mer- 
chandise Inventory, May 31, $12,876.40. No adjustment entries are to be made. 

129. As the transactions in this business are exactly the same as in D. L. 
Morrison & Co., Chapter IV, where the adjustments were made, it will be inter- 
esting to compare the net profit shown by the Profit and Loss Statement with 
the net profit here where the adjustments are not made. Two pages of the 
work are shown here to show how the transfer to a new page is made when a 
page is filled, and the last part is shown in order to illustrate the posting and 
paging when posting the special columns. Accountants have made objections 
to the Cash Journal on account of insufficient explanations, making it difficult 
to properly audit the books. Care should be exercised to make the explanation 
clear in each entry. 
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CHAPTER VIII 
A SYSTEM OF ACCOUNTS FOB RETAIL BIERCHANTS 

131. There is a tendency among retail merchants to keep their books in a 
way that does not show the results necessary to give the required information 
for the best management of the business. Too many keep only personal ac- 
counts and cash, or single entry books, which do not show the costs of doing 
business. The buying price of goods is only a part of the actual cost. Every 
expense adds to the cost. 

132. A merchant must know his overhead expenses and their relation to the 
amount of goods sold, as well as the buying cost, in order to price the goods 
intelligently. He must know the financial condition of the business in order 
to manage it properly. Competition often compels the merchant to make close 
prices, and he should positively know the limit to which he may go without 
loss. Banks are giving more and more attention to the accoimting methods of 
merchants, in the matter of credit. A merchant who can show a statement of 
his business that means progress and careful study of the business, will receive 
more consideration, with the same assets, than one who cannot. 

133. The best system of accounts for any business is one which will furnish 
the required information with the least effort. Goods not priced high enough 
to cover the cost of the goods and the overhead expenses, are sold at a loss. A 
convenient way to arrive at the percentage of overhead, is to take the operating 
expense for the past period — six months or a year — and find the per cent of 
net sales. For instance, if a merchant's sales last year were $50,000 and his 
total operating expenses were $10,000, his overhead expense was 20% ($10,000 
divided by $50,000). If he decides he should have a net profit of 20% on the 
goods sold, he should add 20% profit to the 20% overhead, which gives 40%. 
Then 100% less 40%, or 60% is the invoice cost. The cost of any article divided 
by 60 will give the selling price. If an article cost $1.50, the selling price is 
$1.50 divided by 60% or $2.50. If an article cost $7.50, then $7.50 divided by 
60% is $12.50, the selling price. 

134. Turnover: The rapidity of 'turnover" is an important element in a 
retail business. ''Turnover" means the number of times the entire stock, or 
the stock of any department is all sold and replaced, during the year or any 
period. To ascertain the turngver, divide the **cost of the goods sold'' by the 
average stock carried. For instance, a merchant carries an average stock of 
$15,000 and at the end of the year finds the **cost of the goods sold" was $60,000. 
He has turned his stock four times. ($60,000 divided by $15,000.) A slow 
turnover may be due to poorly selected stock, or to poor judgment in buying, 
or overstocking by buying too much, or it may be due to inefficient selline: 
ability. After careful, judicious buying and properly pricing, no effort should 
be spared to increase the turnover to the maximum. 

135. This system of accounts can be applied to a small business or to a large 
department store. Departments are not used in this set, but it will be shown 
how easily the departments can be provided for, and the system would be the 
same. 

136. The books to be used are Journal, Cash Book, Purchases Book, Petty 
Cash Book, General Ledger, Sales Ledger, and Purchases Ledger. In a small 
business the Purchases Ledger may be omitted, and the creditors' accounts 
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Accta. 
Pay. 



Aocts. 
Reo. 



201 



103 



1285 



127 



75 



85 



342 



General 



50 



05 



1800 

13225 

975 

1025 

975 



5500 
13500 



11 



25 



60 



13 



26 



27 



H. J. Brown and J. M. Stone 
have formed a partnership ac- 
cording to Articles of Copart- 
nership signed and executed this 
day. The business is to be con- 
ducted under the name of H. J. 
Brown & Co. and the partners 
are to share profits and bear 
losses in proportion to their in- 
vestments. Each partner is to 
receive a salary of $150 a month. 
Their investments are' as follows: 
/ 

Cash 

Merchandise Inventory 
Office Equipment 
Store Fixture 
Delivery Emupment 

H. J. Brown, Capital 
Investment as per agreement. 

~1— 
Cash 
Building 

Mortgage Payable 

J. M. Stone, Capital 
Investment as per agreement. 



— 2— 
Accounts Receivable 

Sales 
Charge tickets of the day's 



Account Receivable 

Sales 
Charge tickets of the day's sales. 

~3— 

Sales Returns and Allowances 

Accounts Receivable 
Credit tickets for the day. 



J. H. Mann & Co. 
Notes Payable 
Purchases Discount 

Gave 15 dav acceptance and re- 
ceived 3% discount. 



Royce Bros. 

Purchase Returns and Allow- 
ances 
Returned goods from Invoice 

No. 2 



Accounts Receivable 

Sales 
Charge tickets of the day's sales. 



14 



General 



18000 



7000 
12000 



00 



1247 

38 



127 



85 



Aecta. 
Reo. 



Sates 



11 



201 



103 



50 



05 



60 



342 



25 



ILLUSTRATION NO. 72. SIX COLUMN JOURNAL 
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kept in the General Ledger. All the Ledger accounts may be kept in one 
Ledger, but in that case the customers' accounts should be given a separate 
section in the book and that section treated as a Sales Ledger, controlled by 
Accounts Receivable account. The creditors ' accounts should be given a sepa- 
rate section and treated as a Purchases Ledger, controlled by *' Accounts Pay- 
able/' 'This will save much time and labor in preparing the Trial Balance each 
month. 

137. No Sales Book is kept, as the sales are represented by tickets. There 
are four kinds of tickets: Charge Tickets, Cash Tickets, Credit Tickets and 
Collection Tickets. These tickets are kept separate, and after being entered in 
the books at the end of the day, are filed separately by dates, for reference. 

138. The ordinary two-column Journal and the ordinary Cash Book may be 
used, but as the controlling accounts, ** Accounts Receivable'' and ** Accounts 
Payable" are used, special columns are required in these books. If a Cash 
Register were used, it would control the cash for each day, but would not affect 
nor change the bookkeeping. With the illustrations given here, the student 
will readily understand how to make any entry for any transaction in this set. 

139. The following illustrations show the form of Journal and Cash Book. 
The form of the Purchases Book and of the Petty Cash Book is the same as the 
forms with which the student is already familiar. These two books are 
kept and posted the same as in Chapter VI. 

140. Post the items not checked only, from the Journal. Check the items 
that go in special columns at the time entry is made. The special columns are 
necessary in the Journal on account of the controlling accounts. If the con- 
trolling accounts were not used, these special columns would be unnecessary. 
Only a few of the journal entries are given to show how the entries are made. 
At the end of the month, the total of Accounts Payable column is posted to the 
debit of Accounts Payable account in the General Ledger. The total of Ac- 
counts Receivable column on the debit side of the Journal is posted to the debit 
of Accounts Receivable and the total on the credit side is posted to the credit of 
Accounts Receivable in the General Ledger. The total of Sales column is posted 
to the credit of Sales account. 



r/i^ 



(3^^i£^Ay 




/y^^A»^.^^»t^ t%.^^ 



^r/vAt 










jjL 



LLZJ. 



Cf^O 



Z^^Sl 



^^t^y^ 



Ca^A/Jt*<t/Y^ 



^m 



ILLUSTRATION NO. 73. DEBIT SIDE OP CASH BOOK 

141. Check each item that goes in a special column at the time the entry is 
made, then only the items not checked are to be posted. In a small business 
where it is not desired to keep a Sales Ledger, the Accounts Receivable column 



Digitized by 



Google 



BOOKKEEPING AND ACCOUNTING 



165 



would not be necessary, but the Sales column should be used in any case. At 
the end of the month, the total of Accounts Receivable column is posted to the 
credit of Accounts Receivable account in the General Ledger, and the total of 
Sales column is posted to the credit of Sales account. In the fifth entry from 
the top, when this entry is made in the Cash Book, the tickets that make up the 
$125 are posted to the credit of the customer's accounts in the Sales Ledger 
direct from the tickets, and the tickets are fastened together and filed under 
the date of July 3, for reference. If desired, the customers' names may be 
entered in the Cash Book from the tickets and the amount of each entered in 
Accounts Receivable column. Then these separate amounts would be posted 
to the credit of customers' accounts from the Cash Book. It simply saves space 
and writing to make the entry as shown above. The result would be the same. 



(-^'^ ^^ 



a^ 




ILLUSTRATION NO. 74. CREDIT SIDE OP CASH BOOK 

142. From the credit side of the Cash Book, post each item in the General 
column to the debit side of the Ledger account written on the same line with 
it. Post each item in the Accounts Payable column to the debit of the account 
written on the same line with it, and on the next line in the Ledger account post 
the item in Purchases Discount column. 

143. At the end of the month, post the total of Accounts Payable column to 
the debit of Accounts Payable account in the General Ledger. The total of 
Purchases Discount column is posted to the credit of Purchases Discount account 
and also to the credit of Accounts Payable account in the General Ledger! 

144. To ascertain the cash balance, find the total of all three columns of the 
debit page of the Cash Book and from this total deduct the total of the first two 
columns of the credit page of the Cash Book. The Purchases Discount column 
is not included, because it is not cash. 

145. Preference of Form: If it is desired to use only Journal and Ledger, 
the entries can all be made in the Journal, using the tickets exactly the same 
as shown in this set. If it is desired to use the ordinary two-column Journal 
and the ordinary form of Cash Book without special columns, the entries would 
be made the same as in the form shown here. Some merchants have the idea 
that the fewer books they have to keep the less the work required to keep them. 
A mistaken idea. The purpose of the Cash Book is to eliminate all cash trans- 
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actions from the Journal. This shortens the Journal. It takes less writing 
to make an entry in the Cash Book. The cash is segregated all in one book, 
which is far more satisfactory. The purpose of the Purchases Book is to take 
all transactions for the purchase of merchandise out of the Journal. This 
shortens the Journal and segregates all the purchases of merchandise in one 
book, which is more convenient for reference and more satisfactory in every 
way. Whatever form of bookkeeping is being used in a business, it is easy to 
change to this form. 



Business Transactions 

July 1. H. J. Brown and J. M. Stone have formed a partnership according to 
Articles of Copartnership signed and executed this day. The busi- 
ness is to be conducted under the name of H. J. Brown & Co., and the 
partners are to share profits and bear losses in proportion to their 
investments. Each partner is to receive a salary of $150 a month. 

Their investments are as follows: 

Cash $ 1,8G0.00 

Merchandise Inventory 13,225.00 

Office Equipment 975.00 

Store Fixtures 1,025.00 

Delivery Equipment 975.00 

H. J. Brown, Capital $18,000.00 

Investment as per agreement. 

Cash $ 5,500.00 

Building occupied by the store 13,500.00 

Mortgage Payable, 

dated July 1, 6% $ 7,000.00 

J. M. Stone, Capital 12,000.00 

Investment as per agreement. 

Check the cash items in the Journal and enter the cash on the debit side of the 
Cash Book in the General column, and check the cash items there. The check 
shows these items are not to be posted. Open all the above accounts in the 
General Ledger, except cash. The Cash Book is the Cash account. 

Schedule 1. Office Equipment: 3 Desks @ $45, 8 Chairs @ $9.50, 2 
Filing Cases @ $75, 2 Typewriters @ $100, 1 Adding Machine $414. 
Schedule 2. Store Fixtures : 5 Show Cases @ $175, 15 Chairs @ $10. 
Schedule 3. Delivery Equipment : 2 One-ton trucks @ $487.50. 

When posting, itemize as above instead of posting the total amounts in the 
Ledger accounts, so the books will show the original cost of each article, in case 
of loss by fire or otherwise. 

July 2. Paid J. C. Adams & Co. $125.80 for blank books and office stationery. 
Paid Sinclair Oil Co. $32.50 for oil and gasoline for delivery trucks. 
(Debit Administrative Expense $125.80, and Delivery Expense, $32.50, 
on the credit side of the Cash Book.) 
2. Purchased of J. H. Mann & Co., Chicago, 111., Merchandise as per 
Invoice No. 1, 3/10, n/60, $1,285.75. Purchased of Royce Bros., Kansas 
City, Mo., Merchandise as per Invoice No. 2, 3/15, n/60, $1,375.65. 
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Charge Tickets: J. E. Perkins, 1 Suit, $47.50. S. T. Smith, 100 lbs. 
Nails @ 13c, 1 Cream Separator, $72.50. O. G. Payton, 8 yds. Printed 
Georgette @ $3.50, D. L. Jones, 9 yds. Satin @ $4.50. 

Cash Tickets: Cash, 2 pr. Shoes @ $5.25. Cash, 1 Woman's Suit, 
$78.50. Cash, 9 yds. Satin @ $4.50. Cash, 3 pr. Shoes @ $5.25, $15.75. 



H. J. BROWN A OO. 
OBIIRAL ■IROMAHDIM 

Chicago, Jfco^ 2> 192- 



Name 
Address 



Dept ^ Clerk \3. AmtRec'd 

/. J,<^^C^O<^^ - 



Charse Ticket 



^r 



sO^. 



H. J. BROWN A CO. 
miOHAHMSB 

Chicago, ..^^^^-^....192.rr. 



Name ^A::;?^^^^^:?:^^:,^^ 

Address ^ 



Dept /3-.CUrk^^.. Ami Rec'd^ 



CharseTidoBt 




H. J. NROWN A OO. 
QSanAL ■BR0IUH9I8B 

Chicago, ....^CC^JZ, 192 — 



Name 
Address 



a/y. 



Dept, (^ Clerk Mr^^UimL Redd 



Charge Ticket 



..jzt 



j^^^ 



H. J. NROWN A CO. 
■nrauvisg 

'JZ/.. 192-. 



Chicago, 



Name _.5Q<:^i^2??^^e^... 

Address. ~ 



DeptJi/jt Qerk pr...^i 



ml Redd;. 



Charse Ticket 



..^A. 



<ra 



ILLUSTRATION NO. 75. CHARGE TICKETS 



The total of the charge tickets is $201.50. The following entry is recorded in 
the Journal, and both items are checked to show they are not to be posted. Only 
the totals of the special columns are posted at the end of the month. See 
illustration of the Journal. 

Accounts Receivable $201.50 

Sales $201.50 

Then the amount of each of these charge tickets is posted from the ticket 
direct to the customer's account in the Sales Ledger, and the above entry is 
posted to the General Ledger, from the Journal in the footings at the end of the 
month. 



Digitized by 



Google 



168 



BOOKKEEPING AND ACCOUNTING 



The following are the Cash Tickets, the total of which is entered in the 
Cash Book. 



H. J. BROWN A 00. 
OBMIRAL ■BROaAHMtB 

...^«£^ 2j 192- 



Chicago, ~ 



Name 



Depta/:^Ckrk.J^.^mt Retfd .ufZ^T: 



.^,^/ur^AA4^.. .^T^^A J a <r:<7 



Cash Ticket 



y^-a 



M. J. BAOWII A 00. 
OUBRAL ■BROMAMMSB 

Chicago,. J/c^yCyZ. J92— . 



Name 
Address 



Deift (^ CUrk. y^Ji^ Recfd J^ ^ 



Cash Ticket 



/' 



rt<^(7^ 



/ 



si; 



H. J. BROWNAOO. 

OUBRAL ■BROHAMMSB 

Chicago, JPcc^/ 2/ 192 — 



Name ,i„..- ,..„.».._.„..„.. 

Address ^.^ 

DefiLJ^L^^CIerk A Ami Rec'd^ 



Cash Ijcket 



^a. 



V 



sSj:^. 



.5?? 



H. J. BROWN A OO. 
fllBROBMUMSB 

Chkago,.Qcc^JZ 192- 




AmtRec'd jff^a.4^^ 



ys:^^ 



Cash Ticket 



-2^ 



ILLUSTRATION NO. 70. CASH CREDITS 



The total of the Cash Tickets is $145.25. Enter on the debit side of the Gash Book, 
''Sales, Sundnr Cash Sales, $145.25'' in the Sales column, and check in the L. F. column. 

File the Charge Tickets (fastened together) all under the date of July 2. File the 
Cash Tickets all together under the date of July 2, in a separate file. They are kept for 
ready reference in case any question comes up. The department and clerk number are 
marked on these tickets to show the record, but we are not keeping books for each depart- 
ment in this set, so ignore that marking. It is only to show how they are made out where 
there are departments. 

In a department store, the tickets for each department would be kept on a separate 
hook, and the entry in the Cash Book would be, "Bales Dept. A," ''Sales Dept. B," and 
so on, for each department, instead of entering the total Sales as we are doing in this set. 
The method and principle would be the same. 

No name is written on the Cash Tickets because accounts are not kept with those who 
pay cash. In the first Cash Ticket, the customer gave the clerk $15 to pay the $10.50. 
Jkote the amount received is entered on the ticket, the difference is the amount of change 
returned to the customer. 

July 2. Set up a Petty Cash account for $75 for the petty cash fund in the cash 
drawer to pay petty expenses. (Debit Petty Cash on the credit side of 
the Cash Book. See Petty Cash Book Illustration No. 61a, Chapter VI.) 

3. Paid for Postage $10.50, Messenger $1.25, Rubber Bands $1.35; paid 
express on adverti.sing matter $3.25, from petty cash fund. (Enter 
in Petty Cash Book.) 

3. Paid C. & E. I. R. R. Co. $125 for freight on goods purchased. Paid 
J. H. Logan $75.85 for repairs on building. (Debit Freight In and 
Building Expense and Income on the credit side of the Cash Book.) 



Digitized by 



Google 



BOOKKEEPING AND ACCOUNTING 



169 



July 



3. The following are the Sale Tickets for the day : 

Charge Tickets: R. G. Martin, 504 Ash St., 3 bu. Early Potatoes 
@ $1.85, 100 lbs. G. Flour, $5.75; L. D. Miller, 985 Rush St., 2 pr. 
Shoes @ $6.50, 1 Suit, $47.50; H. P. Jones, 1275 Main St., 100 lbs. 
Nails @ 13c, 1 Set Garden Tools, $6.75 ; J. L. Peters, 1912 Morgan 
St., 5 gal. Peaches @ $1.35, 1 Hat, $4.75. 

Cash Tickets: Cash, 1 Grind Stone, $11.75, 1 Saw, $3.50. Cash, 
Marmalade, $2.25, 2 gal. Peaches @ $1.25. Cash, 5 yds. Satin @ 
$4.50, 8 yds. Ribbon @ 80c. Cash, 1 Washing Machine, $95. 

The student may prepare tickets for the above, or make the entries as on 
July 2, preceding, without the tickets. 

3. The. following are the Credit Tickets for the day : 

Credit Tickets: J. E. Perkins, allowance, $1.85. L. D. Miller, 
returned 1 pr. Shoes, $6.50. R. G. Martin, allowance, $1.75. D. L. 
Jones, allowance, $1.50. 

A credit ticket is made for each allowance to a customer for overcharge 
or error in the price or for any defect in an article, and for any goods returned. 
In case any goods are exchanged for something else of different value, make out 
two tickets. One Credit Ticket for the article returned and one Charge Ticket 
for the article given in exchange the same as if it were a sale, so the credit and 
the charge will appear on the customer's account. 



H. J. MIOWN A 00. 

OUMAL ■nONJUIMtB 

ChUMfTi, yy^^^ ^ 192' 



Name . J^d^ 



Addms 






/ 



Cradit Ticket 



/^ 



H. J. BROWN A OO. 
■BRONiUIDISB 

Chicago, .J ^(>c£^,Jl^l92- 



JVam.c^.2^^:^^^^.. 



Addma^ 

Depi. Ckrk ^mtRetTd 

./ 



Credit Ticket 



^<2- 



ML 4n MIOWN A OO. 

■BR0«JUi»18B 
Chicago, ^'^^^ sP A92- 



Addrm..^ - - ^ ... 

Dtpt.Q.UCUrk v:C Ami Retfd 



.„.^Z££AC(^j6Lr?:Z^<:£/.. 



Credit Tteket 



.„/ 



^^. 



H. J. MIOWN A 00. 

UIM|Uyi»I8B 
Chkago, J/cc£*/ Jk. 192- 



Name s=/^J^^QzyzeJ^ 

Addres$^ 

DepL i^.aerk.i^.-JimtRec'd 



I 



ILLUSTRATION ND. 77. 



Credit Ticket 

CREDIT TICKETS 



Z <^... 



The total of the Credit Tickets is $11.60. Enter in the Journal as follows: 
Sales $11.60 

Accounts Keceivable $11.60 

and post each of these tickets, directly from the ticket to the credit of the 
customer's account in the Sales Ledger. The above entry is posted to the Gen- 
eral Ledger. 
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July 3. Received cash for the following payments on account : 

Collection Tickets: J. E. Perkins, $25. L. D. Miller, $35. S. T. 
Smith, $50. D. L. Jones, $15. 



H. J. BROWN A OO. 
OUnAL ■nOMJUIDltl 




i!!Z^7!tZ.jiZi<<^!<?X>^^ . 



.JZ^..a.^.. 



Collection Ticket 

H. 4. BROWN A OO. 

inMAIMM 



H. J. BROWN A 00. 
OBRBKAL BIROMAHMSI 



ChkaQo^X^^.^^ 



Name <.(ld2?L^I4^.... 
Address.., „ — 



Dept 



Oerk^. .^Amt Retfd 



Collection Tidwt 



\5>s:..aj2^ 



Name 
Address^ 



DepL ^Cterk. 



^JimtRec'd.. 



Collection Ticket 



V5^ j^j7^ 



H. J. BROWN « OO. 

Chicago,. j2^.€J^}J..^192' 



JVome „<=»<:^o<Q2?^^ 



Address.. 



DepL^ 



.CMC.. 



..JimtRec'd 



Collection TkAet 



/y^jZi^;. 



ILLUSTRATION NO. 78. COLLECTION TICKETS 

The total of these collection tickets is $125. Enter in the Cash Book. Credit Accounts 
Receivable on the debit side of the Cash Book, and place the amount in Accounts Receivable 
column. Post the amount of each ticket to the Credit of the customer's account, and file all 
the Collection Tickets together under date of July 3. 

In order to get the idea, the student may make the tickets, and after making 
the entries as instructed, file each bunch of tickets in an envelope with the 
proper date and the kind of tickets written on each envelope. 

Note : If preferred, the names of the customers may be written in the Cash 
Book instead of Accounts Receivable. J. E. Perkins on account, $25, L. D. 
Miller, on account, $35, and so on, placing each amount in the Accounts Receiv- 
able column. Then the amounts would be posted to the customer's account from 
the Cash Book instead of from the tickets. This might be preferred as a matter 
of reference, but it makes more writing, and the filed collection tickets are a 
sufficient reference. 

July 4. Gave J. H. Mann & Co. a 15 day trade acceptance, dated July 2, for 
$1,247.18 and received 3% discount on Invoice No. 1, which is pay- 
ment in full. 
4. Returned goods to Royce Bros, to the value of $127.85 for credit. 
Received $11.25 from J. C. Adams Stationery Co. as refund on bill 
for office supplies. 
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4. The following are the tickets for the day: 

CJharge Tickets: J. M. Zion, 612 Elm St., 1 Tie, $1.75, 1 Hat, 
$4.50, 1 pr. Shoes, $7.50. W. R. Dawes, 727 Grove St., 9 yds. Satin @ 
$4.50, 8 yds. Taflfeta @ $3.24. J. B. Perkins, 1 Cream Separator, 
$95. S. T. Smith, 1 Suit, $62.50, 1 Hat, $5.25. J. M. Leverich, 5112 
Washington Ave., 1 Woman's Suit, $82.50, 1 Summer Dress, $16.75. 

Cash Tickets: Cash, 3 pr. Shoes @ $4.50. Cash, 2 Suits @ $43.75. 
Cash, 10 yds. Satin @ $3.75. Cash, 9 yds. Printed Georgette @ $3.25. 
Cash, 1 Oil Stove, $13.75. Cash, 1 Carpet Sweeper, $27.50. 

Credit Tickets: 0. G. Payton, allowance, $2.25. H. P. Jones, 
allowance, $2.75. D. L. Jones, allowance, $6.50. 

Collection Tickets: Received on account from J. E. Perkins, 
$27.50, L. D. Miller, $15, S. T. Smith, $20, H. P. Jones, $10.00. 

Find the total of each kind of tickets and enter that of the Charge Tickets 
and Credit Tickets in the Journal and that of the Cash Tickets and Collection 
Tickets in the Cash Book, as shown in the preceding transactions. 

5. Paid for Postage, $13.00, Light Bill, $2.75, Statement Blanks for office, 
$5.75. Paid extra delivery help, $5.25, gasoline, $12.50. Paid for 
**ad'' in newspaper, $8.75. All paid from petty cash fund. 

5. Paid Delway Repair Co. $79.95 for overhauling one truck. 

5. The f oUowing are the tickets for the day : 

Charge Tickets: H. P. Jones, 2 pr. Gloves @ $3.25, 1 Hat, $5.25, 
1 Suit, $45.00. J. M. Zion, 2 bu. E. Potatoes @ $4.25, 50 lbs. G. Flour, 
$2.50, 1 bx. Ivory Soap, $1.75. J. L. Peters, 15 yds. Percale @ 60c, 
12 yd. Satin @ $4.50, 10 yds. Ribbon @ 35c. G. H. Wilson, 1412 Main 
St., 13 yd. Scrim @ 50c, 25 yd. Gingham @ $1.25, 25 yd. Sheeting @ 
90c. J. M. Leverich, 916 Arsenal St., 6 Shirts @ $3.25, 1 Tie, $2.25, 
1 doz. Collars, $1.80. S. T. Smith, 25 lbs. G. Sugar @ 10c, 1 Woman's 
Suit, $75, 45 yds. Muslin @ 45c. 

Cash Tickets: Cash, 100 ft. Garden Hose @ 18c, 1 Oil Stove, 
$12.50, 100 lbs. Nails @ 15c. Cash, 1 Set Garden Tools, $5.64, 1 Razor, 
$3.25, 1 Set Silver, $12.50. Cash, 100 lbs. F. Flour, $5.25, 2 bu. Potatoes 
@ $4.75. Cash, 12 cans Corn @ 18c, 1 Washing Machine, $85. Cash, 
1 Carpet Sweeper, $27.50. Cash, 3 Shirt Waists @ $9.50, 1 Summer 
Dress, $16.75. 

Collection Tickets: Received payments on account from J. M. 
Leverich $50, W. R. Dawes, $35, S. T. Smith $25, J. E. Perkins $20. 
5. Purchased of Headly Grocer Co., St. Louis, Mo., Merchandise as per 
Invoice No. 3, 3/15, n/60, $1,428.35. Purchased of R. K. Kelly Co., 
Detroit, Mich., Invoice No. 4, 3/15, n/60, $585.25. Purchased of W. 
N. Wilson & Co., Invoice No. 5, 3/15, n/60, $478.25. 

5. H. J. Brown drew $125 for his private use, and J. M. Stone drew $85 
for his private use. (Debit each partner's Personal Account.) 

6. Paid office help for the week $127.50. Paid sales force for the week 
$135.40. Paid delivery drivers for the week $37.50. 

6. The following are the sale tickets for the day : 

Charge Tickets: B. M. Johnson, 1512 Maple Ave.. 1 Summer Dress, 
$12.35, 24 yds. Gingham @ $1.25, 35 yds. Muslin @ 45c, 2 Shirt Waists 
@ $9.50. J. M. Leverich, 1 Suit, $50, 1 Hat, $3.75, 1 pr. Gloves, $3.50, 
1 pr. Shoes, $9.50. W. R. Dawes, 1 Cream Separator, $67.50, 1 Wash- 
ing Machine, $43.50, 1 Silver Set, $22.50. L. D. Miller, 1 Suit, $27.50, 
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2 bu. Potatoes (a W^To, 100 Ib«. G. Flour, $6^. R. G. Martin, 12 ydt 
Satin (a ♦3.75, ^ yds. Percale (a 60e, 12 yds. Taffeta fe $3^. W. H. 
IMmen. lU Olive St„ 1 Razor, tS^, 1 Set Garden Took, *5.75, 1 
Grind Stone, $6.75, 1 Cream Separator, $75, 1 Washing Maehine, $99.40. 
Caah nd»U: Ca«h, 1 Oil Stove, $12 JO, 1 Set Sflver, $13.75, 2 Tea 
Kettle* (CL $2M. Cash, 2 bn. Potatoes @ fl75, 3 paL Peaches @ $1.^, 
12 can* tomatoes (qj lot. Cash, 2 pr. Gloves @ $3.^, 1 Tie, $2.25, 
1 Snit, $47^50, 1 pr. Shoes, $7.50. Cash, 15 yds. Taffeta @ $3.30, 9 
yds. Printed Georgette ^ $3.50. Cash, 1 bn. Potatoes, ^.25, 3 pkgs. 
Ralston (o^ 25c, 100 lbs. F. Flour $6.25. Cash, 1 pr. Shoes, $7.50, 45 
yds. Mnslin <Sj 45c, 9 yds. Printed Georgette @ $3.50. 

6. Received a credit memorandum for $112.35 from Headly Grocer Co., 
allowance for damaged goods on Invoice No. 3. 

8, Gave a cash refund for goods returned that were purchased for cash, 
$12.30. 

8. The statement of petty cash expenses is as follows : Delivery Expense, 
$17.75, Administrative Expense $34.60, Selling Expense $12.00. (Give 
a check payable to cash for the total of these expenses, to restore the 
petty cash fund, and debit each expense account on the credit side of 
the Cash Book.) Balance the Petty Cash Book. 

8. The following are the tickets for the day : 

Charge Tickets: 0. G. Payton, 43 yds. Scrim @ 50c, 35 yds. 
Muslin ^ 45c, 15 yds. Printed Georgette @ $3.50, D. L. Jones, 1 
Woman VSuit, $78.50, 3 Shirt Waists @ $9.75, 1 Sweater Coat, $26.50. 
R. G. Martin, 1 Cream Separator, $57.50, 1 Set Silver, $28.50, 100 ft. 
Garden Hose @ 18VL>c. L. D. Miller, 2 pr. Gloves @ $3.75, 4 Shirts 
(a) $2.75, 1 Suit, $47.50. E. L. Pearson, 915 Market St., 2 bu. Potatoes 
(ri $4.75, 100 lbs. G. Flour, $6.25, 1 doz. Family Soap @ 15c. B. 
Mitchell, 718 Chestnut St., 1 Carpet Sweeper, $27.50, 1 Grind Stone, 
$6.75, 1 Set Garden Tools, $5.75. E. J. Roberts, 2514 Ash St., 1 doz. 
Collars, $1.75, 6 Shirts @ $3.25, 1 Hat, $4.75, 1 Suit, $62.50. H. J. 
Brown took from the store for private use, 1 Suit, $57.50, 1 pr. Gloves, 
$3.75, 1 pr. Shoes, $8.50. 

Cash Tickets: Cash, 1 Woman's Suit, $54.50, 1 Sweater Coat, $30, 
1 pr. Gloves, $4.50. Cash, 12 yds. Printed Georgette @ $3.50, 25 yds. 
Gingham @ $1.25. Cash, 3 Shirts @ $2.75, 1 pr. Shoes, $7.50, 1 doz. 
Collars, $1.75, 1 Tie, $1.75. Cash, 50 lbs. G. Flour, $2.50, 6 cans Toma- 
toes (5) 15c, 2 bu. Potatoes (S) $4.75. Cash, 12 yds. Taffeta @ $3.30, 12 
yds. Ribbon @ 35c, 25 yds. Muslin @ 45c. Cash, 1 Oil Stove, $7.75, 100 
lbs. Nails @ 15c, 1 Washing Machine, $42.50. 

Oolleotion Tickets: Received payments on account from: J. E. 
Perkins $25, 0. G. Payton $30, R. G. Martin $15, L. D. Miller $25, W. R. 
Dawes $25, £. M. Johnson $35. 

8. Purchased of Bartlett Bros., Peoria, HI., Invoice No. 6, 3/15, n/60, 
$486.25. Purchased of S. G. Crane & Co., Akron, Ohio, Invoice No. 7, 
3/15, n/60, $2,387.90. Purchased of Johns & Martin, CTeveland,' Ohio, 
Invoice No. 8, 3/15, n/60, $478.65. 

9. Returned goods to Headly Grocer Co. of the value of $63.25 for credit. 
Gave Rush Printing Co. a check for $87.95 for printing advertising 
booklets. 

9. Paid for order book for sales clerks, $12.60, Wrapping Paper, $6.50; 
paid for Carbon Paper, $2.25, Postage, $10.25, Phone Bill, $5.00, from 
the petty cash fund. 
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9. Paid Headly Grocer Co. $1,215.17 in full for balance of Invoice No. 3, 
$1,252.75, deducting 3% discount. 

9. The following are the tickets for the day : 

Charge Tickets: J. E. Perkins, 15 yds. Ribbon @ 35c, 18 yds. 
Gingham @ $1.25, 12 yds. Printed Georgette @ $3.50. S. T. Smith, 
1 Sweater Coat, $27.50, 3 Shirt Waists @ $8.75, 1 Summer Dress, $16.75. 
H. P. Jones, 3 bu. Potatoes @ $4.75, 100 lbs. G. Flour, $6.25, 25 lbs. 
Sugar @ 15c. J. L. Peters, 1 Hat, $3.75, 1 Suit, $62.50, 1 pr. Shoes, 
$8.75. J. M. Zion, 1 doz. Collars, $1.75, 6 Shirts @ $2.75, 2 pr. Shoes 
at $6.25. 

Credit Tickets: W. H. Holmes returned Razor, $3.25. E. L. Pear- 
son for overcharge, $1.25. B. Mitchel returned Garden Rake, $1.75. 
E. J. Roberts for error on ticket, $1.10. * 

Cash Tickets: Cash, 1 Carpet Sweeper, $22.50. Cash, 100 ft. 
Garden H6se @ 18y2C. Cash, 100 lbs. P. Flour, $6.25, 3 gal. Peaches 
@ $1.25. Cash, 1 Woman's Suit, $76.00. Cash, 12 yds. Satin @ $3.75. 
Cash, 16 yds. Printed Georgette @ $3.65. Cash, 2 pr. Gloves @ $4.25, 
1 Suit, $47.50. Cash, 3 pr. Shoes @ $5.25. 

Collection Tickets: Received payments on account as follows: 
G. H. Wilson $15, E. M. Johnson $27.50, J. M. Leverich $15, J. M. 
Zion $20, J. L. Peters $15. 
10. Borrowed $5,000 at Central National Bank on our 15 day note at 6%. 
(Credit Notes Payable, $5,000 on the debit side of the Cash Book, and 
debit Interest and Discount $12.50 on the Credit side of the Cash 
Book.) 
10. Paid for oil, $3.50, gasoline for delivery trucks, $5.75. Paid for 
postage and office supplies, $13.50. Paid parcel post, $5.00, and pre- 
paid express, $6.50, on goods shipped. All from petty cash. 

10. The following are the tickets for the day : 

Charge Tickets: D. P. Mason, 2412 Elm St., 12 yds. Lace @ 30c, 
61 yds. Ribbon @ $1.25. J. M. Bryant, 1618 Market St., 1 doz. Hose, 
$7.50, 1 Suit, $67.50. R. M. Cruthers, 915 Cherry St., 2 bu. Potatoes 
@ $4,75, 1 doz. Ivory Soap, $1.25, 100 lbs. G. Flour, $6.25. W. R. 
Dawes, 12 yds. Taffeta @ $3.30, 18 yds. Percale @ 65c. J. M. Leverich, 
1 Misses' Suit $62.50, 20 yds. Scrim @ 55c. 

Cash Tickets: Cash, 1 Razor, $3.75. 1 Set Silver, $13.50. Cash, 
100 lbs. Flour, $6.25, 25 lbs. Sugar @ 16c. Cash, 1 Sweater Coat, 
$27.50, 1 Summer Dress, $16.75. Cash, 25 yds. Gingham @ $1.25, 
15 yds. Printed Georgette @ $3.50. Cash, 13 yds. Taflfeta @ $3.30. 

11. Collection Tickets: Received cash for the following payments on 
account : J. E. Perkins $50, 0. G. Payton $35, D. L. Jones $65, R. G. 
Martin $85, L. D. Miller $50, H. P. Jones $35. 

11. Paid Regan Printing Co. $37.50 for letterheads and envelopes for office 
use. Paid Santa Fe R. R. Co. $48.75 for freight on Invoice from Headly 
Grocer Co. 

11. The following are the sale tickets for the day : 

Charge Tickets: E. M. Johnson, 100 ft. Garden Hose @ 18%c, 
1 Set Silver $12.50, 1 Razor, $3.75. G. 11. Wilson, 1325 Oak St., 25 lbs. 
Sugar @ 17c, 100 lbs. G. Flour, $6.25, 2 bu. Potatoes @ $4.75. W. H. 
Holmes, 12 yds. Taflfeta @ $3.30, 35 yds. Ribbon @ 65c, 1 Summer 
Dress, $10.05. 
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Cash Tickets: Cash, 12 lbs. Oolong Tea @ 65c, 50 lbs. M. & J. 

Coffee @ 57c. Cash, 2 bx. Graham Crackers @ $3.25, 3 bx. D. Peaches 

@ $4.35, 4 bx. Silver Prunes @ $5.15. Cash, 1 Suit, $63.75, 1 Tie, $2.50. 

Cash, 12 yds. printed Georgette @ $3.85. 
12. Returned goods to R. H. Kelly Co. to the value of $32.50 for credit. 

Received a memorandum of credit for $34.50 from W. N. Wilson & Co. 

for overcharge. Paid Monon R. R. Co. $132.75 for freight on Invoices 

Nos. 5 and 6. Received $11.25 rebate from C. M. & St. P. R. R. on 

freight bill of July 5 for overcharge. 
12. Paid R. H. Kelly Co. $536.17 in full for Invoice No. 4, deducting 3% 

discount on balance of $552.75. 

12. The following are the sale tickets for the day : 

Charge Tickets: E. L. Pearson, 2 bx. Chocolate @ $6.25, 3 cs. 
Raisins @ $4.85, 3 bx. Graham Crackers @ $3.60. B. Mitchell, 3 bx. 
Silver Prunes @ $5.15, 1 Suit, $43.50. E. J. Roberts, 1 Cream Sepa- 
rator, $62.50, 3 pr. Shoes @ $5.25. J. M. Stone for private use, 3 cs. 
Tomatoes @ $5.25, 25 lbs. M. & J. Coffee @ 58c. 

Cash Tickets: Cash, 3 bx. Graham Crackers @ $3.25, 2 bx. Silver 
Prunes @ $5.15. Cash, 1 set Garden Tools, $6.75, 1 set Silver, $14.75, 
1 Saw, $3.50. Cash, 35 yds. Muslin @ 45c, 42 yds. Ribbon @ 95c, 
12 yds. Satin @ $3.85. 

13. Paid bookkeeper and office help for the week $127.50. Paid sales 
clerks and window trimmer for the week, $135.40. Paid delivery 
drivers for the week, $37.50. 

13. Purchased merchandise as follows: Of W. D. Sims & Co., Utica, N. 

Y., Invoice No. 9, 3/15, n/60, for $539.25. Of J. H. Wiley & Co., York, 

Pa-, Invoice No. 10, 3/15, n/60, for $674.35. Of G. H. Ransom & Bro., 

Toledo, 0., Invoice No. 11, 3/15, n/60, for $712.95. 
13. Paid W. N. Wilson & Co. $430.19 in full for Invoice No. 5, deducting 

3% discount on balance of $443.50. 

12. Collection Tickets: Received cash for the following payments on ac- 
count: W. H. Holmes $50, B. Mitchell $25, E. J. Roberts $50, J. M. 
Zion $15, W. R. Dawes $85. 

13. The following are the sale tickets for the day: 

Charge Tickets: R. M. Cruthers, 25 lbs. M & J Coffee @ 58c, 2cs. 
Raisins @ $4.85, 1 pr. Shoes, $7.50. J. M. Bryant, 1 Suit $57.50, 12 
collars, $1.75, 16 yds. Taflfeta @ $3.30. D. P. Mason, 2 bx. Silver 
Prunes @ $5.15, 2 bx. Chocolate @ $6.25, 6 Shirts @ $2.75. J. E. 
Perkins, 2 pr. Gloves @ $3.75, 1 Suit, $48.50, 1 Tie, $2.25. S. T. Smith, 
12 yds. Taffeta @ $3.30, 25 yds. Gingham @ $1.25, 9 yds. Satin @ 
$3.50. 0. G. Payton, 35 yds. Muslin @ 45c, 33 yds. Sheeting @ 90c, 2 
pr. Shoes @'$4.75. 

Cash Tickets: Cash, 3 bx. D. Peaches @ $4.25, 12 lbs. Oolong Tea 
@ 65c. Cash, 1 Oil Stove, $13.25, 1 Razor, $3.25. Cash, 1 Cream Sep- 
arator $62.50. Cash, 25 yds. Scrim @ 55c, 13 yds. Printed Georgette 
@ $3.50. Cash, 1 Set Garden Tools, $6.75, 1 Set Silver, $14.75, 1 Sum- 
mer Dress, $16.75. 

13. The statement of the petty cash fund for the week is as follows : De- 
livery Expense, $9.25, Administrative Expense $30, Selling Expense 
$30.60. Restore the cash and balance the Petty Cash Book. 

13. Paid Bartlett Bros. $471.66 in full for Invoice No. 6, deducting 3% 
discount. 
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13. Ascertain the cash balance and post the books to date. Be careful to 
enter the terms of each credit in the explanation column of the ledger 
account when posting from the Purchases Book (3/15, n/60) so as 
to keep close watch on the discount period, in making payments in 
time to secure the discount. 

15. Received cash for the following payments on account : 

Collection Tickets: D. P. Mason $60, J. M. Bryant $75, J. E. Per- 
kins $45, S. T. Smith $35, 0. G. Payton $60, D. L. Jones $25, R. G. 
Martin $55. 

15. The following are the tickets for the day : 

Charge Tickets: D. L. Jones, 2 cs. Ideal Tomatoes @ $6.25, 20 
lbs. M & J CoflFee @ 58c, 2 cs. Raisins @ $4.85. R. G. Martin, 9 yds. 
Satin @ $3.50, 25 yds. Muslin @ 45c. L. D. Miller, 3 Shirt Waists @ 
$9.75, 1 Sweater Coat @ $27.50. H. P. Jones, 1 Cream Separator, 
$72.50. 

Cash Tickets: 1 pr. Gloves, $3.75, 1 Hat $5.25, Cash, 1 Suit $42.50, 
1 pr. Shoes, $8.50. Cash, 1 Carpet Sweeper, $14.25, 1 Set Silver, $12.25, 
Cash, 1 Woman's Suit, $73.50. Cash, 35 yds. Scrim @ 65c, 12 yds. Taf- 
feta @ $3.30. Cash, 1 Suit, $67.50. 

16. Gave S. G. Crane & Co. a 30 day note at 6% for $2,387.90 on account. 
Gave J. H. Wiley & Co. a 30 day note at 6% for $1,674.35 on account. 

16. Collection Tickets: Received cash for the following payments on ac- 
count : J. M. Bryant $35, J. M. Leverich $65, G. H. Wilson $25, W. H. 
Holmes $65. 

16. .Paid for twine, $3.85, extra wages for delivery, $4.75 ; parcel post, 
$7.50. Paid for cleaning windows, $5.60, office supplies, $8.95, from 
petty cash fund. ^ 

16. The following are the tickets for the day : 

Charge Tickets: J. L. Peters, 1 Suit, $42.50, 1 pr. Shoes $5.75. J. 
M. Zion, 10 lbs. Oolong Tea @ 68c, 2 bx. D. Peaches $4.35. 12 lbs. M 
& J Coffee @ 65c. W. R. Dawes, 1 Carpet Sweeper, $18.75, 1 Wash- 
ing Machine, $67.50, 100 lbs. Nails @ 15c. J. M. Leverich, 15 yds. 
Printed Georgette @ $3.50, 45 yds. Gingham @ $1.25. E. M. John- 
son, 1 Misses' Suit $68.75, 1 Sweater Coat, $27.50, 3 Shirt Waists (g) 
$11.25. G. H. Wilson, 13 yds. Taffeta @ $3.30, 17 yds. Ribbon @ 45c, 
45 yds. Muslin @ 45c. 

Cash Tickets: Cash, 3 bx. Graham Crackers @ $3.25, 3 cs. Lima 
Beans @ $3.60. Cash, 1 Suit, $48.75, 1 Hat $5.50. Cash, 15 yds. Satin 
@ $3.50, 3 pr. Gloves @ $3.75. Cash, 1 Ra'^or, $3.25, 1 Set Silver, 
$14.50. Cash, 3 bx. Chocolate @ $6.25, 2 cs. Raisins @ $4.85. 

17. Paid B. & 0. R. R. Co. $126.54 for freight on goods purchased. 

17. Purchased merchandise of J. M. Smyth Co., Boston, Mass., Invoice No. 
12, 3/15, n/60, $895.60; of Central Grocer Co., Invoice No. 13, 3/15 
n/60, $1,185.90; of Eastern Grocer Co., York, Pa. Invoice No. 14, 
3/15, n/60, $1,295.85; of J. H. Mann & Co., Invoice No. 15, 3/15, n/60, 
$723.50; of Royce Bros. Invoice No. 16, 3/15, n/60, $1,132.75. 

17. Collection Tickets: Received cash for the following payments on ac- 
count : R. M. Cruthers $25, E. L. Pearson $25, E. M. Johnson $50, J. 
L. Peters $25, L. D. Miller $25. 



Digitized by 



Google 



176 BOOKKEEPING AND ACCOUNTING 

17. The following are the tickets for the day : 

Charge Tickets: W. H. Holmes, 23 yds. Satin @ $3.50, 55 yds. Rib- 
bon @ 85c, E. L. Pearson, 2 Women's Suits @ $62.50, 5 Shirt Waists 
@ $9.75 each, B. Mitchell, 12 lbs. M & J Coflfee @ 58c, 3 bx. Silver 
Prunes @ $5.15, 3 bx. Chocolate @ $6.25, E. J. Roberts, 1 Washinjj 
Machine $67.50, 1 Set Garden Tools, $6.75, 1 Oil Stove, $13.75, D. P. 
Mason, 5 bu. Potatoes @ $4.75, 100 lbs. G. Flour, $7.25, 10 bx. D. 
Peaches @ $4.35, R. M. Cruthers, 2 Suits @ $47.50, 3 pr. Shoes @ 
$5.75, 6 Shirts @ $4.25. 

Credit Tickets: G. H. Wilson returned goods, $3.25, E. M. Johnson 
allowance for error, $1.25, J. M. Leverich for overcharge, $1.75. 

Cash Tickets: Cash, 18 yds. Printed Georgette @ $3.50, 18 yds. 
Taffeta @ $3.30, Cash, 100 ft. Garden Hose @ 18y2C, 1 Cream Sep- 
arator, $77.50, Cash, 2 Women's Suits @ $67.50, Cash, 75 yds. Sheet- 
ing @ 96c, 1 Suit, $72.50. Cash, 1 Washing Machine, $72.50, 1 Cream 
Separator, $75. 

19. Received $13.75 from Monon R. R. Co. refund on freight bill on ac- 
count of overweight. Paid J. H. Mann & Co. $1,247.18 for our ac- 
ceptance of July 4. 

20. Paid office help for the week $127.50. Paid sales force, $135.40. Paid 
delivery drivers $37.50. 

20. Received a credit memorandum from W. D. Sims & Co. for $17.65 for 
overcharge on Invoice No. 9. Received a credit memorandum for 
$24.85 from J. H. Wiley & Co. for damaged goods. Returned goods to 
the value of $29.75 to G. H. Ransom & Bro. for credit. 

20. The following are the tickets for the day : 

Charge Tickets: J. R. Dolan, 1462 Morgan St., 2 Suits @ $54.25, 

1 Woman's Suit, $87.50, E. W. Thomas, 1912 Pine St., 24 yds. Satin 
@ $3.50, 12 yds. Taffeta @ $3.30, 75 yds. Sheeting @ 95c. J. M. 
Bryant, 3 women's Suits @ $62.50, 18 yds. Printed Georgette @ $3.30. 
J. E. Perkins, 1 Cream Separator $67.50, 1 Washing Machine $63.75. 
S. T. Smith, 2 Suits @ $47.50, 2 Hats @ $5.25, 3 pr. Shoes @ $8.50. 
0. G. Payton, 27 yds. Satin @ $3.50, 64 yds. Muslin @ 85c, 23 yds. 
Printed Georgette @ $3.30. 

Cash Tickets: Cash, 2 Summer Dresses @ $17.25, 2 Sweater Coats 
@ $13.25. Cash, 27 yds. Taffeta @ $3.30, 32 yds. Satin @ $3.50. Cash, 

2 Suits @ $47.50, 3 pr. Shoes @ $7.25. Cash, 12 Collars $1.75, 3 pr. 
Gloves @ $3.75. Cash, 1 Cream Separator, $87.50. Cash, 4 pr. Shoes 
@ $7.35. Cash, 4 bx. D. Peaches @ $4.25, 1 Woman's Suit, $92.50. 
Cash, 6 Shirts @ $5.25, 1 Suit, $62.40. ^ 

22. Paid Murch Bros. $68.75 for repairing doors and windows in the 
store building. Paid Johns & Martin $464.29 in full for Invoice No. 
8, deducting 3% discount. 

22. The statement of expenses prepared from the Petty Cash Book shows 
the following total amounts paid out: Delivery Expense, $15.20, 
Administrative Expense $14.55, Selling Expense $16.10. 

22. Collection Tickets: Received Cash for the following payments on ac- 
count : E. W. Thomas $75, J. R. Dolan $85, R. M. Cruthers $45, J. M. 
Bryant $125, D. P. Mason $25. 

22. The following are the sale tickets for the day : 

Charge Tickets: R. G. Martin, 3 Suits @ $45, 3 Hats @ $4.75, L. D. 
Miller, 37 yds. Satin @ $3.50, 43 yds. Printed Georgette @ $3.50. H. 
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P. Jones, 10 lbs. Oolong Tea @ 75e, 3 cs. Tomatoes @ $5.25, 1 Woman's 
Suit $97.50. J. L. Peters, 200 lbs. F. Flour @ $7.25, 1 Washing Ma- 
chine $87.50, 1 Cream Separator, $87.50. W. E. Dawes, 3 Suits @ 
$67.50, 3 pr. Gloves @ $5.25, 3 Hats @ $4.85. 

Cash Tickets: Cash, 1 woman's Suit $112.50, Cash, 6 Shirt Waists @ 
$13.50 each. Cash, 1 Washing Machine $72.50. Cash, 1 Cream Sep- 
ator $77.50. Cash, 1 Carpet Sweeper, $17.50. Cash, 43 yds. 
Georgette @ $3.50, 32 yd^ Satin @ $3.50. Cash, 3 Suits @ $67.50. 
Cash, 2 Women's Suits @ $87.50. Cash, 1 Woman's Suit, $97.50. 

22. Post" the books to date, and ascertain the Cash Balance. 

23. The following are the credit tickets for the day: 

CJharge Tickets: J. M. Zion, 3 Saws @ $3.50, 1 Washing Machine, 
$62.50. J. M. Leverich, 2 Suits @ $42.50, 2 Hats @ $5.25, 6 Shirts @ 
$3.75. E. M. Johnson, 25 lbs. Sugar @ 19c, 100 lbs. Flour, $7.25, 3 
bu. Potatoes @ $5.25. G. H. Wilson, 2 Women's Suits @ $77.50, 6 
Shirt Waits @ ^9.75. 

Credit Tickets: J. E. Perkins overcharge $3.25, S. T. Smith goods 
returned $2.85, 0. G. Paytoij, error on bill $1.35, D. L. Jones defective 
goods $2.25, R. G. Martin returned goods, $3.25. 

Cash Tickets: Cash, 32 yds. Satin @ $3.50, 54 yds. Ribbon @ 75c. 
Cash, 3 Women's Suits $62.50, 42 yds. Printed Georgette @ $3.50. 
Cash, 3 pr. Gloves @ $4.75; 3 Suits @ $43.50. Cash, 2 Women's Suits 
@ $82.50. Cash, 45 yds. Taffeta @ $3.30. Cash, 3 Sweater Coats @ 
$27.50. Cash, 1 Cream Separator, $87.50. 
23. Paid W. D. Sims & Co. $505.95 in full for Invoice No. 9, deducting 3% 
discount on the balance of $521.60. Paid Markham Insurance Agency 
$270, for policy on stock of goods to cover from July 1, one year. 
23. Purchased merchandise of Headly Grocer Co., Invoice No. 17, 3/15, 
n/60, $657.95; of R. K. Kelly Co., Invoice No. 18, 3/15, n/60, $538.65; 
of W. N. Wilson & Co. Invoice No. 19, 3/15, n/60, $741.35 ; of Bartlett 
Bros., Invoice No. 20, 3/15, n/60, $528.45. 

23. Received $5.35 refund from Murch Bros, for error in repair bill of 
July 21. (Credit Building Expense on debit side of the Cash Book.) 
Paid for Oil $6.35, gasoline $9.85 for delivery trucks, oflBce supplies 
$5.35, postage $6.75 for office. Prepaid express, $3.50, parcel post 
$4.50, wrapping paper $11.25, from the petty cash fund. 

24. The following are the sale and credit tickets for the day. 

Charge Tickets: E. W. Thomas, 3 pr. Gloves @ $3.25, 3 Suits @ 
$47.50. J. R. Dolan, 36 yds. Satin @ $3.50, 63 yds. Sheeting @ 85c, 54 
yds. Muslin @ 45c. R. M. Cruthers 5 bu. Potatoes @ $4.75; 3 cs. 
Tomatoes @ $5.25, 3 bx. Silver Prunes @ $5.15. J. M. Bryant, 3 bx. 
Chocolate @ $6.25, 2 Suits @ $52.50, 4 pr. Shoes @ $5.75. D. P. Ma- 
son, 1 Cream Separator $93.50, 3 Saws @ $3.50, 2 pr. Shoes @ $4.75. 
II. J. Brown, 2 cs. Raisins @ $4.85, 3 bx. Silver Prunes @ $5.15, for 
private use. 

Credit Tickets: W. II. Holmes, returned goods $2.75, E. L. Pearson, 
error on bill $1.25, B. Mitchell overcharge $2.35, E. J. Roberts dam- 
aged article, $3.25. 

Cash Tickets: Cash, 52 yds. Satin @ $3.50; Cash, 63 yds. Printed 
Georgette @ $3.50. Cash, 2 Women's Suits @ $83.75. Cash, 5 Shirt 
Waists @ $13.25, 2 Summer Dresses @ $16.75. Cash, 1 Carpet Sweeper 
$23.75, Cash, 1 Cream Separator $97.50. Cash, 1 Woman's Suit, $87.50. 
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24. Collection Tickets: Received cash for the following payments on ac- 
count : E. W. Thomas $125, J. R. Dolan $150, R. M. Cruthers $75, D. 
P. Mason $125; W. R. Dawes $175. 

24. Received a credit memorandum for $18.65 from Bartlett Bros, for 
damaged goods. Received a credit memorandum for $28.75 from 
Johns & Martin for overcharge. Returned goods to S. G. Crane & 
Co. to the value of $32.75 for credit. 

24. Purchased merchandise of S. G. Crane & Co. Invoice No. 21, 3/15, 
n/60, $594.75; of Johns & Martin, Invoice No. 32, 3/15, n/60, $723.85; 
of W. D. Sims & Co. Invoice No. 23, 3/15, n/60, $632.95; of Eastern 
Grocer Co. Invoice No. 24, 3/15, n/60, $498.70. 

25. The following are the sale and credit tickets for the day: 

Charge Tickets: W. H. Holmes, 2 Women's Suits @ $67.50, 62 yds. 
Satin @ $3.50. E. L. Pearson, 54 yds. Taflfeta @ $3.30, 3 pr. Gloves 
@ $4.75, 72 yds. Gingham @ $1.25. B. Mitchell, 3 Suits @ $47.50, 
3 Hats @ $5.25, 56 yds. Printed Georgette @ $3.50. E. J. Roberts, 1 
Cream Separator $77.50, 1 Washing Machine $85, 100 ft. Garden Hose 
@ 181/^c. J. E. Perkins 3 bu. Potatoes @ $4.75, 15 lbs. Sugar @ 19c. 
5 cs. Tomatoes @ $5.25. 

Credit Tickets: J. L. Peters, returned goods $3.45, J. M. Zion, 
error on ticket $2.15, G. W. Wilson allowance $2.35, J. M. Leverich, 
damaged goods $3.50. 

Cash Tickets: Cash, 63 yds. Satin @ $3.50. Cash, 3 Women's Suits 
@ $86.75, Cash, 75 yds. Muslin @ 45c, Cash, 54 yds. Printed Georgette 
@ $3.50. Cash, 12 Collars, $1.75, 2 Suits @ $52.50. Cash, 1 Washing 
Machine $72.50. Cash, 1 Set Silver, $6.75. Cash, 1 Oil Stove $16.75. 
Cash, 1 Cream Separator $77.50. 
25. Gave H. J. Brown $38.50 to be used as expenses on buying trip. Paid 
W. P. Dunn & Co. for printing advertising matter $149.25. (Charge 
to selling expense, unless an account is being kept for Buying Ex- 
pense.) 
25. Paid Regan Printing Co. $138.95 for printing letterheads and en- 
velopes for general oflBce use. 

25. Paid our $5,000 note at the Central National Bank by giving a new 
note for $4,500, 30 days at 6%, and our check for $522.50 for the dif- 
ference including the interest on the new note. (Enter in the Journal 
and check the cash item and enter the cash on the credit side of the 
Cash Book and check it there.) 

26. The following are the sale and credit tickets for the day : 

Charge Tickets: S. T. Smith 54 yds. Taffeta @ $3.30, 1 Suit $55. 
0. G. Payton, 1 Woman's Suit, $87.50, 5 Shirt Waists @ $9.75. D. L. 
Jones, 1 Oil Stove $14.75, 1 Cream Separator $72.50. J. F. Monroe, 
615 South St., 65 yds. Gingham @ $1.25, 56 yds. Muslin @ 60c. J. 
H. Hendricks, 1025 State St., 5 bu. Potatoes @ $4.75, 5cs. Silver Prunes 
@ $5.15. 

Credit Tickets: B. Mitchell returned goods, $3.20, L. D. Miller over- 
charge, $1.75, II. P. Jones, error on ticket $2.35. W. R. Dawes damaged 
article, $3.75. 

Cash Tickets: 3 bx. Cheese, 60 lbs. @ 38c. Cash, 20 lbs. M & J 
Coffee @ 63c. Cash 37 yds. Satin @ $3.50. Cash, 1 Woman's Suit, 
$97.50. Cash, 2 hats @ $5.25. Cash, 1 Suit $47.50, 1 pr. Gloves $4.65. 
Cash, 1 Washing Machine $72.50. Cash, 5 bu. Potatoes @ $4.75. Cash, 
3 pr. Shoes @ $6.25. 
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26. Paid City Garage Co. for garage bill, $75. Paid from petty cash fund 
for order book $4.50, and express charges $4.75 (Selling Expense) ; 
for postage $2.50, and post cards $1.75. 

26. Paid G. H. Ransom & Bro. $662.70 in full for invoice of July 13, de- 
ducting 3% discount from balance of $683.20. 

26. Purchased merchandise of J. H. Wiley & Co. Invoice No. 25, 3/15, 
n/60, $389.35; of G. H. Ransom & Co. Invoice No. 26, 3/15, n/60, 
$1,312.50. 

27. Returned goods to J. M. Smyth & Co. value $86.54 for credit. Re- 
ceived credit memorandum for $58.35 from Eastern Grocer Co. for 
defective goods on invoice No. 14, July 17. 

27. The following are the sale tickets for the day : 

Charge Tickets: R. G. Martin, 46 yds. Satin @ $3.50, 1 Suit, $52.50, 
L. D. Miller, 1 Woman's Suit $97.50, 63 yds. TaflFeta @ $3.30. H. P. 
Jones, 3 pr. Shoes @ $6.25, 2 Suits @ $42.50, 2 Hats @ $4.50. W. O. 
Anderson, 412 Monroe St., 1 Cream Separator $77.50, 1 Washing Ma- 
chine, $67.75, 1 pr. Shoes $7.50. W. D. Shepard, 872 Pine St., 1 Oil 
Stove $13.50, 1 Set Silver, $16.75, 1 Carpet Sweeper, $27.50. 

Cash Tickets: Cash, 1 Woman's Suit $87.50. Cash, 3 Sweater 
Coats @ $27.50. Cash, 1 Washing Machine $85. Cash, 58 yds. Satin 
@ $3.50. Cash, 3 pr. Gloves @ $5.25. 62 yds. Ribbon @ 65c. Cash, 
4 cs. Raisins @ $4.85. Cash, 2 Suits @ $37.50. Cash, 6 Shirts @ $3.75. 
Cash, 5 bu. Potatoes @ $4.75. Cash, 1 Cream Separator $67.50. 

27. Paid bookkeeper and office help for the week $127.50. Paid clerk hire 
for the week $135.40. Paid drivers of trucks for the week $37.50. 

27.. Post the books to date, and ascertain the cash balance. 

29. Received $13.75 rebate from W. P. Dunn & Co. on bill for printing ad- 
vertising matter. W. J. Brown returned $25 of the money taken to 
be used as expenses on buying trip on July 25. (Credit Selling Ex- 
pense.) Received $15.35 from Regan Printing Co. for error on bill 
of July 25, for printing office stationery. (Credit Administrative 
Expense.) 

29. The following are the sale tickets for the day : 

Caiarge Tickets: J. L. White, 1615 South 12th St., 2 Suits @ $57.25, 
2 Hats @ $6.00. J. P. Monroe, 57 yds. Satin @ $3.50, 60 yds. Ribbon 
@ 66c, 75 yds. Sheeting @ 90c. J. H. Hendricks 1 Woman's Suit $95, 
2 Summer Dresses @ $16.75, 3 pr. Shoes @ $7.25. C. W. Thomas, 1 Set 
Garden Tools, $6.75, 1 Cream Separator $97.50, 1 Hat $5.50. J. R. 
Dolan, 5 bu. Potatoes @ $4.75, 100 lbs. G. Flour $7.50, 2 Suits, $43.75 
each. R. M. Cruthers, 1 Oil Stove, $18.75, 1 Washing Machine $87.50, 
1 Carpet Sweeper $22.50. 

Cash Tickets: Cash, 57 yds. Satin @ $3.50. Cash, 62 yds. Printed 
Georgette @ $3.50. Cash, 54 yds. Gingham @ $1.25, Cash, 80 yds. 
Sheeting @ 95c. Cash, 1 Woman's Suit, $97.50. Cash, 100 ft. Gar- 
den Hose, $18.75. Cash, 1 Washing Machine, $73.25. Cash, 1 Suit, 
$55. 

29. Collection Tickets: Received cash for the following payments on 
account : J. P. Monroe $175, J. H. Hendricks $75, E. W. Thomas $150, 
R. M. Cruthers $125, J. M. Bryant $175. 

29. Paid J. M. Smyth & Co. $784.79 in full for invoice of July 17, deduct- 
ing 3% discount. Paid Eastern Grocer Co. $1,103.37 in full for in- 
voice of July 17, deducting 3% discount. 
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30. The following are the sale tickets for the day : 

Charge Tickets: W. 0. Anderson, 37 yds. Satin @ $3.50, 2 Suits @ 
$43.75, W. D. Shephard, 2 Women's Suits @ $83.75, 72 yds. Sheet- 
ing @ 90c, 3 pr. Shoes @ $5.25. J. M. Bryant, 3 Shirt Waists ^} 
$9.75, 1 Cream Separator $125, 2 pr. Shoes @ $4.50. D. P. Mason, 1 
Washing Machine, $87.50, 1 Set Silver $22.50. E. J. Roberts, 75 yds. 
Taflfeta @ $3.30, 2 Suits @ $47.50, 3 pr. Shoes @ $5.25. 

Cash Tickets: Cash, 6 cs. Ideal Tomatoes @ $5.25, Cash, 1 Woman's 
Suit, $97.50. Cash, 1 Cream Separator $112.50. Cash, 1 doz. Collars 
$2.75. Cash, 3 bx. Chocolate @ $6.25. Cash, 5 bx. Graham Crackers 
@ $3.25. Cash, 6 cs. Lima Beans @ $3.60. Cash, 100 lbs. Flour, $8.00. 
Cash, 1 Carpet Sweeper, $27.50. Cash, 1 Woman's Suit, $83.75. 
Cash, 73 yds. Satin @ $3.50. Cash, 78 yds. Taflfeta @ $3.30. Cash, 1 
Suit, $62.50. 

30. Received $6.75 from City Garage Co. rebate on garage bill of July 26. 

30. Purchased merchandise of J. H. Wiley & Co. Invoice No. 27, 3/15, 
n/30, $726.54; of G. H. Ransom & Bro. Invoice No. 28, 3/15, n/3U. 
$824.95 ; of J. M. Smyth & Co. Invoice No. 29, 3/15, n/30, $427.85. 

30. Collection Tickets: Received cash for the following payments on ac- 
count : J. L. White $75, W. D. Shephard $135, W. 0. Anderson, $150, 
J. M. Bryant $150, D. P. Mason $175, E. J. Roberts $175. 

31. The following are the sale tickets for the day : 

Charge Tickets: W. H. Holmes, 2 Women's Suits @ $67.50, 2 pr. 
Gloves @ $4.75, E. L. Pearson, 58 yds. Satin @ $3.50, 72 yds Scrim @ 
55c, 45 yds. Percale @ 75c. B. Mitchell, 3 Shirt Waists @ $12.75, 3 
Sweater Coats @ $27.50, 3 pr. Shoes @ $6.50. J. H. Hendricks, 1 
Cream Separator $125, 1 Oil Stove $17.50, 1 Washing Machine $97.50. 
J. L. White, 14 yds. Printed Georgette @ $3.50, 72 yds. Taflfeta @ $3.30, 
1 Suit, $70. 

Cash Tickets: Cash, 1 Cream Separator $112.50. Cash, 3 Suits @ 
$42.50. Cash, 1 Washing Machine $72.50. Cash, 1 Carpet Sweeper 
$27.50. Cash, 3 pr. Shoes @ $5.25. Cash, 3 bu. Potatoes @ $4.75. 
Cash, 3 cs. Chocolate @ $6.25. Cash, 1 Suit $52.50. Cash, 25 lbs. 
Oolong Tea @ 78c. Cash, 65 yds. Satin @ $3.50. Cash, 1 Woman's 
Suit, $87.50. Cash, 56 yds. Printed Georgette @ $3.50. Cash, 64 yds. 
Taflfeta @ $3.30. 

31. Collection Tickets: Received cash for the following payments on ac- 
count : B. Mitchell $175, E. L. Pearson $125, W. H. Holmes $225, H. J. 
Brown $94.90. J. M. Stone $30.25. 

31. You are instructed to credit each partner's Personal Account for his 
salary as they do not wish to draw their salaries at present. (Debit 
Selling Expense for one-half and Administrative Expense for one- 
half.) 

31. The statement from the petty cash fund shows the following disburse- 
ments: Delivery Expense $16.20, Administrative Expense $16.35, Sell- 
ing Expense $29.50. Debit these on the credit side of the Cash Book and 
make a check for the total $62.05 to restore the petty cash fund. 

31. Prepare a Trial Balance and after providing for the following inven- 
tories, prepare a Pinal Trial Balance before closing, from which pre- 
pare a Profit and Loss Statement and Balance Sheet and close the 
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books. Bear in mind that the partners share profits in proportion to 
their investments. 

Inventories: 

Merchandise Inventory, July 31 $18,650.75 

Insurance Expired 22.50 

Accrued Assets : 

Interest paid in advance on bank loan 4.50 

Rent of store building at the price that could 

be obtained ' 350.00 

Accrued Liabilities : 

Unpaid office help for half week 63.75 

Unpaid sales force half week 67.70 

Unpaid drivers of delivery trucks 18.75 

Interest accrued on Mortgage Payable 35.00 

Interest accrued on Notes Payable 10.16 

Deferred Charges to Operation : 

Postage and office stationery on hand 73.85 

Advertising matter on hand 56.25 

Depreciation : 

5% on oflBce equipment 37.50 

5% on store fixtures 93.75 

5% on delivery equipment 112.50 

2% on Building ; 370.00 

Reserve for Doubtful Accounts : 

2% of debit balance of Accounts Receivable. . . 174.28 

146. At the end of each month, a Trial Balance is taken, the Cash bal- 
anced and the Sales Ledger proved with the Accounts Receivable account and 
the Purchase Ledger proved with the Accounts Payable account. Monthly 
statements are sent to each customer. The Profit and Loss Statement can be 
made only when an inventory is taken at the end of a period. Of course, in 
a business where the inventory can be ascertained at the end of each month, 
it is well to prepare Profit and Loss Statement and Balance Sheet every month 
without closing the books, and close the books at the end of the fiscal period, 
only. In any case, the bank balance or cash balance. Schedules of items to be 
collected and items to be paid, with dates, can be furnished the management 
every day or every week, and at the end of the month. 

For a Departmentized Business 

147. If it is desired to show the progress, condition and profits of each de- 
partment, where a mercantile business is departmentized, special columns may 
be kept for each department in the Purchases Book and the Sales Book. These 
books may be in the form shown in Chapter IX, and each page proved in the 
same manner, except that the special columns would be headed Dept. A, Dept. 
B, Dept. C, or whatever the departments may be. The accounts in the Ledger 
opened are Purchases Dept. A, Purchases Dept. B, etc., and the Sales accounts 
opened. Sales Dept. A, Sales Dept. B, etc., for whatever departments are in 
operation. In the Cash Book, these special columns may be used, or the cash 
sales may be entered. Sales Dept. A, in the General column, which of course 
would cause more writing and more posting than to have special columns which 
are posted in totals at the end of the month. If a Sales Book is not kept, the 
Cash sale tickets for each department are kept separately, and the total of 
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the tickets for each department is entered on the debit side of the Cash Book 
each day, Sales Dept. A, Sales Dept. B, etc. 

148. From this it will be seen that in order to keep accounts for each de- 
partment the foregoing forms of books would only need these special columns 
added. Then the system would be the same so far as the principle of re- 
cording the entries is concerned. The matter of Purchases Returns and Al- 
lowances and Sales Returns and Allowances would require special attention 
in order to be applied to the proper department. The Sales Returns and 
Allowances would be taken care of in the Credit Tickets for each depart- 
ment. A separate Purchases Returns and Allowances Book may be kept with 
special columns for each department. 

149. ** Freight, Express and Cartage In" and ** Freight, Express and Cart- 
age Out'* may be charged to each department at the time these charges are 
paid, if it is practical to apply the proper charge to the proper department, 
and where it is not practical to do so on account of goods being received in 
mixed shipments, these charges may be debited to the above accounts until 
the end of the period, and then apportioned to the different departments, and 
these accounts closed to the proper Purchases Dept. account for its approximate 
portion. The Freight, Express and Cartage Out, is a Selling Expense and 
should be charged to Sales Dept. A, Sales Dept. B, etc., for the portion of each. 

150. If a mercantile business were selling two.dines of goods, such as Hard- 
ware and Furniture, and were not departmentized, it may be desired to ascer- 
tain the business facts about the dealings in hardware and in furniture sep- 
arately. Then a special column headed ** Hardware" and a special column 
headed ** Furniture" in the books of original entry will give the information 
separately from which to ascertain the **cost of the goods sold," the **Net 
Sales," the ** Gross Profit," the ** Selling Cost," ''Administrative Cost," and 
the net profit for each kind of goods. 

151. Consignments: A consignment is a shipment of goods by the owner 
to a second party to be sold on commission for the account of the shipper. The 
shipper is known as the consignor and the party to whom the goods are shipped 
the consignee. 

152. The consignee must exercise diligence in the care of the goods received 
on consignment. The degree of diligence depends upon the nature of the goods, 
and must be as great care as would be reasonable were the goods his own. 
The consignee must keep the goods received on consignment entirely separate 
from his own goods or the goods of others. 

153. The consignee pays such charges as freight, drayage, insurance or 
any cost of handling, and in many cases makes advanced payments to the 
owner. When the goods are sold, these charges, any advanced payments 
and the agent's or consignee's commission for handling and selling are de- 
ducted from the amount received for the goods, and the remainder, the net 
proceeds, is remitted to the consignor. Should the goods not sell for enough 
to pay the charges and the commission, the consignee has a claim against 
the consignor for the deficit. The commission, 5%, or whatever the rate 
charged, is calculated on the gross sales before deducting the charges. 

154. This method of marketing is employed mainly in selling live stock and 
country produce. When the shipment is sold by the consignee, he renders an 
Account Sales to the consignor along with remittance, or with his letter inform- 
ing the consignor that the net proceeds shown by the Account Sales has been 
placed to his credit and is subject to his draft. The Account Sales shows the 
Selling Price and all the charges and the commission in detail, with the bal- 
ance due the shipper — the net proceeds. 

155. In some lines of business, the method of shipping goods on consign- 
ment is an advantage to both the owner and the consignee. The consignor re- 
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tains title to the goods until they are sold, and the consignee is responsible for 
the goods, barring unavoidable causes of loss or damage, until they are sold. 
After the goods are sold, he is responsible, as an agent, for the money due 
the consignee, a misuse of which would subject the consignee to criminal action. 

156. The advantage to both parties lies in the probable fact that the con- 
signee may not be financially able to buy the goods outright, but has the ability 
and facilities for selling; and the consignor, without relying upon the con- 
signee's ability to pay, has the opportunity to place his goods where they can 
be moved, being protected by the fact that the consignee will not use the 
money or goods wrongly that does not belong to him for the reason already 
mentioned. In thus shipping goods on consignment to be sold on commission, 
great care must be exercised by the shipper to have the papers positively show 
that the goods are shipped on consignment, thus establishing the ownership. If 
this cannot be shown, the value of the goods may become an open account, 
which would be a very different matter. 

157. Consignor's Records: C. P. Emory & Co. shipped to Senter Grain Co. 
to be sold for their account, 500 bu. E. Wheat. C. P. Emory & Co. paid for 
loading car $12.50. Senter Grain Co. paid freight $65.30, labor $16.50> in- 
surance, $5.50, and sold wheat for $1.75 per bu., $875, and charged $13.75 
storage and 5% commission, remitting the net proceeds, $730.20. 

The records in the books of C. P. Emery & Co. are : 

Consignment No. 1, to Senter Grain Co $12.50 

Cash $12.50 

For loading car of wheat. 

Then on receipt of the Account Sales and the remittance for the net pro- 
ceeds : 

Cash $730.20 

Consignment No. 1, Senter Grain Co $730.20 

For i^et proceeds shown by Account Sales received this date. 

Const. No. 1, Senter Grain Co .$717.70 

Sales $717.70 

To transfer net proceeds to Sales account and to close the consignment account. 

The first two entries would be Cash Book entries, but are shown as journal 
entries for convenience. The last entry is a journal entry. When these entries 
are posted, the Consignment account will be closed and Sales account credited 
for the amount of the sale. At the end of a period, any consignment that has 
not been reported sold must be included in the Merchandise Inventory. The 
term ** Shipment" or ** Consignment" may be used. Both are used in this 
illustration. 

158. Consignee's Records: The records in the books of Senter Grain Co. 
for the shipment are : 

Shipment No. 1, C. P. Emery & Co $87.30 

Cash $87.30 

Paid freight $65.30, Labor, $16.50, Insurance, $5.50. 

When the consignment is sold the entry is made to record the commission 
and storage. 

Shipment No. 1, C. P. Emery & Co $57.50 

Commission 5% $43.75 

Storage 13.75 

For Commission and Storage charges on Shipment No. 1, C\ P. Emery & Co. 

Cash $875.00 

Shipment No. 1, C. P. Emery & Co $875.00 

To record the sale of this shipment. 

Shipment No. 1, C. P. Emery & Co $730.20 

Cash $730.20 

To record the payment of the net proceeds of Shipment No. 1, C. P. Emery & Co. 
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159. Of course all these entries would be Cash Book entries except the entry 
to record the Commission and Storage, but the results are the same. If the 
student will set up T-Ledger accounts and post the entries for the Consignor, and 
then set up another set of T-Ledger accounts and post the entries for the Con- 
signee, the records will appear clearly. It will show that the consignment 
account of the Consignor is closed and the result is the same as a sale of $717.70 
for cash. The second set will show the Shipment account of the Consignee is 
closed and it will appear that Senter Grain Co. have retained $57.50 cash, and 
have a credit to commission account for $43.75 and Storage account for $13.75. 
A second shipment to the same party is called Shipment No. 2 or Consignment 
No. 2. Always write the name of the person or firm after the shipment No. or 
Consignment No. 

160. In the event the net proceeds are not remitted by Senter Grain Co., the 
consignee, but placed to the credit of liie consignor, C. P. Emery & Co., the 
consignor's record would be: 

Senter Gram Co $730.20 

Consignment No. 1, Senter Grain Co ., $730.20 

For net proceeds shown by Account Sales received this date. 

161. The entry to close the Consignment account and transfer the balance of 
the Consignment account to Sales account would be the same as the entry given. 
The consignee, in that case, would make the last entry as follows : 

Shipment No. 1, C. P. Emery & Co $730.20 

C. P. Emery & Co $730.20 

To credit the net proceeds of this shipment to the cQnsignor. 

162. The following is a form of Account Sales submitted by the consignee. 
It has no connection with the foregoing but is given to show how the sales, 
charges and net proceeds may be shown. Any unsold items may be stated fol- 
lowing the record of sales, for the convenience of the consignor. Any facts 
may be briefly stated. 

ACCOUNT SALES, 
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163. When merchandise is shipped to be sold on commission, the shipper 
sends an Invoice of Shipment to the Commission Merchant, listing the goods 
shipped. Usually, the cost prices of these goods are not given on the Invoice 
of Shipment, in fact it is unnecessary to show them. The consignor usually 
keeps a Shipment Book ruled in the same form as the Invoice of Shipment, in 
which the memorandum of each shipment is recorded, but no entry is made in 
the financial records until the shipment is sold and the Account Sales showing 
the Net Proceeds is received. Of course, any expense in making the shipment 
would be charged to the Consignment No. 1, or No. 2, or Shipment No. 1 or 
No. 2, etc., followed by the name of the Consignee. 

If the Consignee should render an Account Sales and state that the net 
proceeds are placed to the credit of the consignor and subject to draft, then the 
entry to record the net proceeds would be ** Debit' 'the name of the consignor 
and credit the consignment. Then the consignment may be closed and trans- 
ferred to Sales Account. 

164. C. 0. D. Account and Shipments: When goods are shipped C. 0. D. 
(collect on delivery) by express, the Express Company may be charged for the 
amount of the C. 0. D. and credited when the returns are received. Goods 
shipped C. 0. D. Parcel Post may be charged to Parcel Post Shipments, but it 
is suggested that the customer's account be charged for the amount the same 
as if sold on account, but write C. O. D. in the explanation column, and make 
the same indication on the credit when the return is received. 

165. When a shipment is sent C. O. D. by express or Parcel Post, the usual 
forms of papers furnished by the Express Company and the Post OflBce are 
filled out. These forms are blank forms and simple to prepare. They change 
the forms occasionally, so it is not necessary to show them here. 

166. When a shipment is sent by freight C. 0. D. an ** order bill of lading'' 
(C. 0. D. form) is used instead of the usual bill of lading, or the regular bill of 
lading may be used, made out to ourselves with an order written on the bill of 
lading directing that the goods be delivered to the customer. A sight draft 
on the customer for the amount, in favor of the bank, is attached to the bill of 
lading and sent to the bank with instructions to deliver the bill of lading to the 
customer upon payment of the draft. The bank at destination will notify the 
customer who will pay the draft, get the bill of lading and then receive the 
goods from the agent at his station. In this way, it is necessary for the customer 
to pay the draft before he can get the bill of lading authorizing the goods to be 
delivered to him. 
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FBOBLBM 15. MAHTJFACTUJUMG 8T ATBMEHTS 

167. The merchant buys goods to be sold for profit. The manufacturer 
makes the goods or articles which he sells for profit. The cost of the finished 
Koods bought by the merchant to be sold is shown in the Merchandise Inventory, 
Purchases and Freight In accounts. The manufacturer buys raw materials, 
hires labor, and pays other necessary expenses to produce the goods he sells, 
the cost of which is shown by the Materials account. Labor account. Factory 
Expense account, and any other account that affects the *'cost to make.*' 

The Balance Sheet in a Manufacturing business is prepared the same as in 
a Mercantile business. The Profit and Loss Statement in a manufacturing 
business is very similar to that of a trading business, in that the ''Manufacturing 
cost of goods sold'* must be deducted from the net sales to obtain the ''gross 
profit.'* 

The following is the Final Trial Balance, before closing, of the Davis Manu- 
facturing Co., on December 31, 192 , at the close of the year's business, from 
which prepare a Balance Sheet and Profit and Loss Statement. 

Final Trial Balance before Closing, Bavia Mannfao taring Co. Beo. 31, 19 
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ILLUSTRATION* NO. 80. FINAL TRIAL BALANCE 

Inventories December 31 : 

Raw Materials $27,500 

Finished Goods 35,250 

Materials in process 2,250 

Labor in process 1,875 
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The following are the details of Manufacturing Expenses, $24,650, Selling 
Expense, $7,500, and Administrative Expense, $7,115.00. shown in the Trial 
Balance and are considered in preparing the Profit and Loss Statement : 

Manufacturing Expenses: Selling Expense: 

Taxes on factory $350.00 Freight Out $450.00 

Stationery and Supplies 425.00 Shipping Expense 575.00 

Insurance on material and build- Commission 1200.00 

ing 375.00 Salesmen's Salary 4000.00 

Superintendence 5900.00 Advertising ,.. 1275.00 

Engineers and Firemen 6512.00 

Foremen 's Salary 6600.00 $7,500.00 

Fuel and Light 725.00 

Building Repairs 564.85 Administrative Expense: 

Machinery Repairs 375.00 Office Expenses $2115.00 

Boiler Repairs 185.65 Office Salaries 4000.00 

Dep. on Building 637.50 Director 's Fees 300.00 

Dep. on Machinery 2000.00 Attorney 's Fees 700.00 

$24,650.00 $7,115.00 

Note: The above items might take the place of these expense accounts in the Trial 
Balance. They are presented as above to shorten the Trial Balance. These separate 
detailed statements should be submitted to the management from which they may study 
the expenses, if they are not entered in detail in the Profit and Loss Statement. (See Illus- 
tration No. 25.) 

Profit and Loss Statement, Davis Manufacturing Co., Dec. 31, 19 

Sales $241,301.00 

Less Sales Returns and Allowances $2,250.00 

Less Sales Discount 1,250.00 3,500.00 

Net Sales $237,801.00 

Prime Cost: 

Baw Materials Inventory Jan. 1 $12,500.00 

Baw Materials in process, Jan. 1 1,500.00 

Labor in process, Jan. 1 1,750.00 

Purchases Baw Material 162,150.25 

Freight In 3,750.00 

Direct Labor 22,500.00 $204,150.25 

Less Baw Materials, Dec. 31 $27,500.00 

Less Baw Materials in process, Dec. 31 2,250.00 

Less Labor in process, Dec. 31 1,875.00 31,625.00 

Prime Cost $172,525.25 

(72.55% of sales) 

Factory Overhead: 

Taxes on factory $350.00 

Stationery and Supplies 425.00 

Insurance on Material and Machinery 375.00 

Superintendence 5,900.00 

Engineers and Firemen 6,512.00 

Foremen's Salary 6,600.00 

Fuel and Light 725.00 

Building Bepairs 564.85 

Machinery Bepairs 375.00 

Boiler Bepairs . . .^ 185.65 

Dep. on Building 637.50 

Dep. on Machinery 2,000.00 

Factory Overhead (10.36% of sales) $24,650.00 

Total Manufacturing Cost $197,175.25 

(82.91% of sales.) carried for'd 
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Total Manufacturing Cost, Brot. For'A $197,175.25 

Add Inventory Finished Goods, Jan. 1 27,375.35 

$224,550.60 
Deduct Inventory Finished Goods, Dee. 31 35,250.00 

Manufacturing cost of goods sold $189,300.60 

(79.6% of sales) 

Gross profit on sales $48,500.40 

Selling Cost: 

Freight Out $450.00 

Shipping Expense .• 575.00 

Commission 1,200.00 

Salesmen's Salary 4,000.00 

Advertising 1,275.00 

Selling Cost (3.15% of sales) $7,500.00 

Administration Cost: 

Office Expenses $1,250.00 

Office Salaries 4,000.00 

Director's Fees 300.00 " 

Attorney's Fees 700.00 

Cost of Administration (2.63% of sales) $7,115.00 $14,615.00 

Gross Business Profit $33,885.40 

Deductions from Income: 

Interest and Discount $1,756.85 

Collection and Exchange 525.00 2,281.85 

(.96% of sales) — 

$31,603.55 

Add other Income: 

Purchases Discount (.27% of sales) 650.25 

Net Business Profit (13.93% of sales) $32,253.80 

Carried to Surplus. 

ILLUSTRATION NO. 82. PROFIT AND LOSS STATEMENT. MANUPACTURns^XJ 

Proof of Percentages: 

Manufacturing cost 79.6 % of sales 

Selling cost 3.15% of sales 

Administration cost 2.63% of sales 

Other deductions 96% of sales 

86.34% of sales 
Less other Income 27% of sales 

86.07% of sales 
Add net profit 13.93% of sales 

Total 100 % of sales 

Note: The student will observe that Purchases Discount $650.25 is treated as "Other 
Income" instead of being deducted from the cost of purchases as was done previously in a 
trading business. Some accountants insist that this item should be treated as a non- 
operating income whether in a trading business or a manufacturing business. 
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190 BOOKKEEPING AND ACCOUNTING 

168. The Board of Directors of the Davis Manufacturing Co. have met and 
declared a dividend of 15% on the Preferred Stock and 15% on the Common 
Stock. They have instructed that an additional *' Reserve for Doubtful 
Accounts" for $3,000 be set up. 

After preparing the Balance Sheet and Profit and Loss Statement, prepare 
journal entries to set up the Dividend Accounts and to credit the Reserve for 
Doubtful Accounts. Assuming the Nominal accounts have been closed into 
Profit and Loss Account, the first journal entry would be as follows : 

Profit and Loss $32,253.80 

Reserve for Doubtful Accts $3,000.00 

Surplus 29,253.80 

When this entry is posted. Profit and Loss account will be closed, the addi- 
tional reserve credited to Reserve for Doubtful Accounts, and the remaining 
Surplus carried to the Surplus account. The next entry is to take the amount 
to be paid as dividends to stockholders out of the Surplus account and to open 
the Dividend Accounts : 

Surplus $14,250.00 

Dividend No. 1, Preferred Stock. . $7,500.00 

Dividend No. 1, Common Stock 6,750.00 

When this entry is posted, the Dividend Accounts will be opened and the 
Surplus account will show the balance of Surplus. As these Dividends are paid 
by check, debit the proper dividend account on the credit side of the Cash Book. 
When the dividends are paid and the Cash Book entries are posted, the Divi- 
dend Accounts will be closed. The student will find it very interesting in the 
study of these statements, to set up the **Nominar' accounts and close them by 
journal entries, and then post the preceding journal entries to distribute the 
profit as shown by the Profit and Loss account. 

The Profit and Loss statem^t can be arranged in the same form as the 
Balance Sheet but in sections, showing the Manufacturing Section, the Trading 
Section, the Administrative Section, the Profit and Loss Section and the Appro- 
priation or Distribution of Profits Section, to conform to the Manufacturing Ac- 
count, Trading Account, Administrative Account, Profit and Loss Account and 
Appropriation Account as shown at the end of Problem 20, but the form shown 
is more convenient to write on the typewriter. 



PBOBLEM 16. O. 0. NELSON MANUFAOTURINa 00. 

169. The following is the Trial Balance of the 0. C. Nelson Manufacturing 
Co. at the close of the year's business, December 31, 192 . Provide for the 
inventories which follow, and prepare a Final Trial Balance, Balance Sheet 
and Profit and Loss Statement. The depreciation on building, machinery and 
tools and Hauling Equipment are charged or deducted in the Factory Over- 
head, as in the preceding statement. The depreciation on Office Equipment is 
included in Administrative cost. The other inventories are used as shown in the 
preceding statement. 
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Trial Balance^ 0>. 0. yaleon Manufsoturing Co* Deoambar 31, 192 



Capital Stook 

Unaubaoribad Stook 

Surplua '• 

Caah 

Aooounta Raoaivabla 

ISotea Reoalvabla 

Notaa Payabla 

Aoootmta Payabla 

Raaarra for Doubtful Aooounta .... 
Hotaa Raoaivabla Dlaoountad ..... 

Offioa Equlpmant . . . . 

Hauling Equipment 

Building (Faotory) 

Maohinary- 

Toola • • 

Raw Materiala Inventory, Jan. 1.. . . 
Raw Material in Prooesa, Jan. 1 . . 
Finiahed Gooda Inventory, Jan. 1 . . 

Purohaaea, Raw saaterial 

Raturna and Allowanoea from Purohaaea 

Diaoount on Purohaaea 

Freight In 

Direot labor 

Fuel aod Light 

Indireot Labor ^. 

Stationery and Supplied *• 

Foremen 'a Salary 

Building Repaira 

Haohinery Repaira 

Inauranoe on Material and Faotory . . 

Salea 

Salea Returna and Allowanoea 

Salea Diaoount 

Freight Out • • • • . « t 

Shipping Kscpense 

Hauling Expenae 

Conmiaaion 

Saleamen'a Salary • 

Traveling Expenaea 

Advertiaing ............. 

ftarehouae Expenae f 

Offioe Expenae « 

orfioe Salaried 

Direotor'a Feea 



10000 

17636 
39760 
21564 



8376 

4500 
17500 
16760 

2600 
11876 

4236 

18946 

107649 



1260 
22437 

2260 
1260 
776 
4766 
476 
426 
600 

642 
2126 

721 

236 
1160 
1323 
4000 
1200 
1060 

846 
3250 
7200 

450 



333407 
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00 
00 
00 
00 
26 
40 
36 
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00 
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00 
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40 
00 
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00 
00 
25 
56 
00 
00 



76000 
6flpO 



19600 

21375 

'800 

2600 



1236 
826 



1206869 



05 



333407 



86 



05 



Inventories : Dec. 31, 192 . 

Raw Materials, Dee. 31 $9,540.75 

Raw Materials in process, Dec. 31 1,750.00 

Labor in process, Dec. 31 1,125.00 

Finished Goods, Dec. 31 13,976.40 

10% depreciation on office equipment 237.50 

10% depreciation on hauling equipment 450.00 

5% depreciation of building 875.00 

20% depreciation on machinery 3,350.00 

20% depreciation on tools 500.00 

Additional Reserve for Doubtful Accounts 2,000.00 
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CHAPTER IX 

CENTBAL FOUNDRY COMPANY, INC. 

Haauf actnring Iron, Brass, Sand Blast and Phosphorus Bronze Castings. 

170. The Books to be used are the Purchases Book, Sales Book, Journal, 
Cash Book, Petty Cash Book, Notes Ree.eivable and Payable Book, General 
Ledger, Sales Ledger and Purchases Ledger. Eight special columns are required 
for the Purchases Book, four special columns for the Sales Book, three sp>ecial 
columns on the debit side of the Cash Book, and four special columns on the 
credit side of the Cash Book. The Petty Cash Book requires four special 
columns and the Journal requires three money columns on each side. The 
necessaiy columns are shown in the illustrations which follow. 

171. The accounts in the General Ledger should be opened in the order to 
be most convenient for preparing the statements from the Trial Balance, when 
taken, or they may be arranged in the Trial Balance with the asset, liability and 
capital accounts grouped, and the cost accounts and sales grouped, and the 
operating expense accounts grouped, when the Trial Balance is prepared. 

172. If separate books are nt)t used for the Sales Ledger and the Purchases 
Ledger, they should each be given a separate section in the Ledger to represent 
the Sales Ledger which is controlled by Accounts Receivable account, and the 
Purchases Ledger which is controlled by Accounts Payable account. The Notes 
Receivable account controls the Notes Receivable Book, and the Notes Payable 
account controls the Notes Payable Book. The Petty Cash account controls 
the Petty Cash Book. These books should be proved against these accounts 
at the end of the month. 

173. There are three principal elements in the cost of manufacture, "Cost of 
Material, " * ' Cost of Labor ' ' and the * * Manufacturing Expense. ' ' The accounts 
kept to control these costs are ** Materials'' account (or Raw Materials account), 
** Labor" account (direct labor), and ** Factory Expense," or ** Manufacturing 
Expense" (which includes indirect labor). The ** Materials" or. **Raw 
Material" may be represented by two or more accounts according as various 
materials are used. The accounts, as controlling accounts are used in the busi- 
ness of the Valley Tanning Co., Paragraph 240. 

Cost of Material + Direct Labor = Prime cost. 

Prime Cost + Manufacturing Expense = Manufacturing cost or cost to 
make. 

Manufacturing Cost + Administrative Expense = Total Cost. 

174. The Journal is not shown because it is the same form as in Chapter VI. 
The preliminary wording for the opening entry for a corporation has been pre- 
sented under ** Corporation Accounting." The journal entries, following the 
usual preliminary wording in the Journal, for this business are : 

Marcli 1 

Subscriptions $71,500.00 

Unsubscribed Stock 3,500.00 

Capital Stock $75,000.00 

As per Subscription Book. 

192 
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Cash $42,500.00 

Buildings 15,000.00 

Land 5,000.00 

Machinery 12,000.00 

Subscriptions 

Surplus ■ 

Beceived in payment of all subscriptions to the Capital Stock of this company as per 
Minute Book, and Subscription Book, and stock issued as per Stock Certificate Book* 



$71,500.00 
3,000.00 



x/Z.^^fT^^i^'^^^ 



/i7 > 



(^^Z^U.t^,.^^.L.<Kg^.^^^ 



^^^^ 






ilA^^^^^^l^^^^r rr^ P .JJS^. 



rx^s-M^^Jt'^^uL^.^^^A^/s ^ 



-7f/ 2^ 'J^£ -7^ 



MifpJLsL^/?^^ " %.v 



££;?^ ;^/ ^^^^A a -^^ 



aaH^ 



Z/LlLU. ff/-^ 



AM^r77Mf^ 



^ ^^^ 



i^r^JAi^/rihrid^itfr^if^r ^7^^ 



C^uA^ /^.tA^^tA^/C^/-^ 



Zi^^'^JlAi^. 



Jl^^ 



fltc MifA&r^d^ ( iXdt'^ . f^7,k^ 



iTj-JJ^^^f-^^iji^^ij^:^ 



usi 



'^ 



ILLUSTRATION NO. 8S. SALES BOOK 

175. The amount entered in the ** Amount Debit" column of the Sales Book 
is posted to the debit of the account written on the same line with it. Observe 
that the amount in the ** Amount Debit" column is distributed to the special 
columns. Care should be taken at the time the entry is made, to distribute 
the proper amount to the proper special column. At the end of the month, 
the total of each special column is posted to the credit of the proper sales 
accounts, and the total of all sales is posted to the debit of Accounts Receivable 
account, thus : 

Accounts Receivable Dr $58,452.96 

Sales Phos. Bronze Castings Cr... - $15,739.00 

Sales Brass Castings Cr 20,285.54 

Sales Sand Blast Castings Cr. . . . 11,873.97 

Sales Iron Castings Cr . 10,554.45 

$58,452.96 

176. The total of the General or ''Amount Credit" column is the total of all 
sales and is the amount to be posted to the debit of Accounts Receivable. The 
sum of all the totals of the special columns must equal the total of the General 
column. This is the proof of the page when transferring to a new page. The 
cash items in the Sales Book are checked and not posted, and are entered in the 
Cash Book, and checked there. In this way cash is debited in the Cash Book 
and Sales is credited from the Sales Book. 
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ILLUSTRATION NO. 84. DEBIT SIDE OF CASH BOOK 

177. From the debit side of the Cash Book, post the items in the General 
column to the credit of the account written on the same line. Post the items 
in the Accounts Receivable column to the credit of the customers' accounts 
in the Sales Ledger, posting the item in the Sales Discount column, at the 
same time, on the next line to the credit of the customer's account. At the 
time of making an entry, transfer the cash received to the Bank column. 

178. At the end of the month, the total of Accounts Receivable column is 
posted to the credit of Accounts Receivable account in the General Ledger. 
The totabof Sales Discount column is posted to the debit of Sales Discount 
account and also to the credit of Accounts Receivable account. Observe that 
the **Cash Sales" entries are checked. They come from the Sales Book where 
they are checked also. 
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ILLUSTRATION NO. 86. CREDIT SIDE OP CASH BOOK 

179. Prom the credit side of the Cash Book, post the items in the General 
column to the debit of the respective accounts. Post the items in the Accounts 
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Payable. column to the debit of the creditors' accounts in the Purchases Ledger, 
and at the same time, on the next line, post the item in the Purchases Discount 
column to the debit of the creditor's account in each case. At the time of 
making an entry, enter the number of the check in the ** Check No." column and 
transfer the amount to the Bank Column. The Check No. column is at the right. 

180. At the end of the month, post the total of Administrative Expense 
column to the debit of this account in the General Ledger. Post the total of 
Accounts Payable column to the debit of Accounts Payable account. Post the 
total of Purchases Discount column to the credit of Purchases Discount account 
and also to the debit of Accounts Payable account. 

181. To ascertain the cash balance, find the sum of the totals of the first 
two columns of the debit side of the Cash Book, and from this sum deduct the 
sum of the totals of the first, second and fourth columns of the credit side of 
the Cash Book. The total of the Bank column will always equal the total of the 
fii-st two columns. This will be a proof of addition when transferring to a new 
page, and when ascertaining the cash balance. When a deposit is made in the 
bank, total the Bank column to that date in small figures and rule a red ink line 
under the last item deposited or write the date in small figures to show what has 
been deposited. 

182. To reconcile the Bank Statement, check the checks shown on the Bank 
Statement against your checks in the Bank column of the credit side of the 
Cash Book. Check the deposits shown on the Bank Statement against the 
deposits indicated in the Bank column of the debit side of the Cash Book. Add 
the sum of cash not deposited to the Bank Balance and deduct the sum of the 
checks issued but not yet paid by the Bank, and this will reconcile your cash 
balance with the bank balance. 

183. In opening Ledger accounts, allow 12 lines each for Sales Returns and 
Allowances, Purchases Returns and Allowances, Selling Expense, Hauling Ex- 
pense, and Union Sand Co. Allow eight lines for all other accounts. In posting 
from the Purchases Book, use the word Purchases before the name of each 
kind of material purchased. At the end of the month, the total of each special 
column is posted to the debit of the proper Purchases, account : Purchases 
Sand, Purchases Coke, Purchases Copper, Purchases Oil, Purchases Iron, Pur- 
chases Zinc, Purchases Coal, Purchases Phosphorus. Each amount in the 
General column is posted to the credit of the creditor's account in the Pur- 
chases Ledger, an3, at the end of the month, the total of the General column 
is posted to the credit of Accounts Payable account, in the General Ledger. 

184. The Petty Cash Book is controlled by the Petty Cash account. The 
amount paid out of this fund is restored from time to time when necessary, 
and the amounts are charged to the various expense accounts affected, so that 
the amounts paid out of this fund are properly recorded in the books without 
disturbing the original Petty Cash account. The Petty Cash Book should be 
balanced as often as the fund is restored. This book may have special columns 
for Hauling Expense, Admin. Expense, Selling Expense and Factory Expense. 
Hauling Expense is a factory expense, of course, and all expense for hauling 
may be thrown into Factory Expense, See Petty Cash Book, Chapter VI. 
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Mar. 1. 192. J. C. Noble, H. J. Grover, R. J. Miles and A. C. Collins incor- 
porated the Central Foundry Co. under the laws of the State of New 
Jersey on March 1, 192 , with an authorized capital of $75,000, divided 
into 750 shares of the par value of $100. J. C. Noble subscribed for 
250 shares at par, H. J. Grover subscribed for 170 shares at par, R. J. 
Miles subscribed for 100 shares at par, and A. C. Collins subscribed for 
75 shares at par. J. C. Noble owned a plot of ground on which is 
located a factory building, which he has transferred to the corpora- 
tion at an agreed valuation of $15,000 for the building and $5,000 for 
the land, to apply on his subscription, and has paid the remainder of 
his subscription $5,000 in cash. H. J. Grover has transferred by bill of 
sale to the corporation, suitable machinery at an agreed valuation of 
$12,000 to apply on his^ subscription, and has paid the remainder, $5,000, 
in cash. R. J. Miles and A. C. Collins have paid their subscriptions in 
full in cash. 

The incorporators have agreed to allow. E. J. Miner to subscribe 
for 60 shares at $125 a share, and C. M. Senter, 60 shares at $125 a 
share, for which they have subscribed and p^id in cash. 

Prepare the opening entries in the Journal and enter the Cash, 
$42,500, as a deposit on a new page in the bank pass book. This pass 
book may or may not be kept. Keeping it would perhaps give a bet- 
ter idea of the use of the bank columns in the Cash Book, if the de- 
posits are entered on the left hand page, and the checks entered on 
the opposite page and balanced whenever the cash is balanced. The 
Pass Book, the Cash Book and the Bank columns of the Cash Book 
should all agree. Check the cash item in the opening entry and enter 
the $42,500 on the debit side of the Cash book and check it there. 
1. Paid cash to Davis OflBce Supply Co. for 12 Desks @ $115, 25 Chairs 
net, 8 Crucibles @ $400 each on account. Bought of Akron Tool Co., 
Akron, Ohio, miscellaneous tools for $1,250, on account, 30 days. 
Bought of Acme Boiler Works, Canton, Ohio, 6 Boilers @ $1,125 each, 
on account, 30 days. Bought of Federal Truck Co., Buffalo, N. Y., 
3 Two-ton Trucks @ $1,750 each, (Hauling Equipment), on account, 
30 days. 

Note: These purchases are not entered in the Purchases Book. 
Only purchases of raw material are entered in the Purchases Book. 
Enter the above purchases in the Journal and the amounts in the Gen- 
eral column. The above accounts must all go in the General Ledger. 
Concerns from whom property is bought should not be mixed in the 
Purchases Ledger with the accounts of concerns from whom raw 
material is bought, hence, the amounts owed to these concerns for 
property bought is not placed in any Accounts Payable column in 
any book. 

* 

1. Bought of Pittsburgh Manufacturing Co., Pittsburgh, Pa., 30 days 
@ $8.50, 4 OflBce Rugs @ $125, 3 Filing Cases @ $75, 4 Typewriters @ 
$95, 4 Typewriter Desks and Chairs @ $45. Paid cash to Brown Sta- 
tionery Co. $187.35 for blank books and oflSce stationery. (Cash Book, 
Oflfice Equipment and Administrative Expense.) 

1. Bought of Ames Coal & Coke Co., Chicago, 111., 185 tons Egg Coal @ 
$4.75, and 125 tons Coke @ $8.05, Invoice No. 1, 3/15, n/60. Bought 
of Sinclair Oil Co., Detroit, Mich., 5,625 gal. Fuel Oil @ 13y2C, 
Invoice No. 2, 3/15, n/60. Bought of The Chicago Metal Co., Chicago, 
111., 375 Pigs of Iron (100 lbs. each. Ton, 2000 lbs.) @ $27.50 per ton, 
and 15,625 lbs. Zinc @ 18c, Invoice No. 3, 3/15, n/60. Bought of Union 
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Sand Co., 80 tons Sand @ $2.75 per ton, Invoice No. 4, 3/15, n/60. 
Bought of Western Smelting Co., Moline, III., 12,645 lbs. Copper @ ISc, 
Invoice No. 5, 3/15, n/60. Bought of Walker Bros., Toledo, Ohio, 2,125 
lbs. Phosphorus @ 37c, Invoice No. 6, 3/15j n/60. 
Mar. 1. It has been decided to keep not more than $125 in the cash drawer for 
a petty cash fund, from which to pay petty expenses. Set up the Petty 
Cash account and open the Petty Cash Book. See Petty Cash Book, 
Illustration No. 61a. 

2. Paid for Carbon Paper, $3.25, Rubber Bands, $2.85. Paid for win- 
dow cleaning at factory building, $13.50. (Factory Expense.) Paid 
for Oil, $4.50, and Gasoline, $11.25, for trucks. (Hauling Expense.) 
Paid for Order Books for salesmen, $3.75. (Selling Expense.) AU 
from the petty cash. 

2. Gave Pittsburgh Manufacturing Co. a 90 day note for $2,000 at 6% 
interest on account. (General Ledger account. "Enter in General 
column.) 

2. Sold J. L. Sparks & Co., Akron, Ohio, 5,275 lbs. Iron Castings @ 
15c, and 4,750 lbs. Sand Blast Castings @ 22y2C, 2/10, n/30. Sold 
Hill & McCanna, Canton, Ohio, 2,375 lbs. Phos. Bronze Castings @ 42c, 
and 2,750 lbs. Brass Castings @ 37y2C, 2/10, n/30. Sold Murch Bros., 
Canton, Ohio, for cash 500 lbs. Brass Castings @ 37M>c and 375 lbs. 
Iron Castings @ 15c. (Enter in Sales Book separately. Check the 
cash item in the Sales Book and enter the amount in the Cash Book 
and check it there.) 

2. Gave Ames Coal & Coke Co. a 15 day acceptance for $1^)78.45 and 
a check for $750, which pays Invoice, $1,885 in full, deducting 3% 
discount. Paid Markham Insurance Agency $320 premium on pol- 
icy to cover building for one year from March 1. Paid J. E. Miner $375 
for repairs on the building. 

2. Received a 10 day acceptance for $1,822.80 from J. L. Sparks & 
Co. on account, in full for bill of March 1, allowing 2% discount. 

3. Received $18.75 from Brown Stationery Co., refund on bill of March 
1, on account of error. Received $21.35 from J. E. Miner for over- 
charge on repair bill of March 2. 

4. Paid Pittsburgh Manufacturing Co. $1,200 in full of account. Paid 
Sinclair Oil Co. $736.60 on account and received 3% discount on the 
Invoice of March 1. 

4. Received a memorandum of credit for $23.85 from the Chicago Metal 
Co. for error in weight on Invoice No. 3, and from the Western Smelt- 
ing Co. for $82.45 for inferior grade of material. 

4. Paid for Postage $12.50, Post cards $1.75. Paid for prepaid express 
$9.95, Parcel post $14.50 (selling expense), from the petty cash fund. 

4. Paid C, B. & Q. R. R. Co. $192.50 for freight on goods purchased on 
March 1. Paid CoopeiiBros. $125 for repairing Boilers, and the City 
Machine Sfiop $187.50 for repairing machinery. 

4. Bought of New Jersey Zinc Co., Pittsburgh, Pa., 1,500 lbs. Zinc @ 
16y2C, Invoice No. 7, 3/15, n/60. Bought of Keystone Coal Co., Belle- 
ville, 111., 42 tons Coal @ $5.25, Invoice No. 8, 3/15, n/60. Bought of 
U. S. Copper Co., Cincinnati, Ohio, 4,750 lbs. Copper @ 19c, Invoice 
No. 9, 3/15, n/60. 

4. Sold P. Nelson & Co., Grand Rapids, Mich., 3,500 lbs. Iron Castings @ 
15c, and 500 lbs. Brass Castings @ 37y2C, 2/10, n/30. Sold Henning 
Bros., Lansing, Mich., 4,800 lbs. Sand Blast Castings @ 221/20, 2/10. 
n/30. Sold Seymour & Peck, Akron, Ohio, 2,800 lbs. Phos. Bronze Cast- 
ings @ 42c, 2/10, n/30. Sold A. C. Harris & Co., Superior, Wis., 2,300 
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lbs. Brass Castings @ 37i^o, 2/10, n/30. Sold Mussey Bros, for cash 
575 lbs. Brass Castings @ 37^c, and 250 lbs. Phos. Bronze Castings 
@ 42c. 
Mar. 5. Paid for repair on truck $2.75. Paid for stationery for use in fac- 
tory $6.25. (Factory Expense.) All paid from the petty cash fund. 

5. Gave Hill & McCanna credit memorandum for $17.35 for shortage on 
bill of March 2, and allowed P. Nelson & Co. $12.50 for overcharge 
on bill of March 4. 

6. Received $15.25 rebate on freight bill of March 4, on account of over- 
weight charge. 

6. Paid payroll for the week as follows: Direct Labor as per payroll 
$1,125. Office Salaries (bookkeeper and office help) $380, Superin- 
tendence $125. Engineers and Firemen $100. Hauling Expense (3 
drivers) $75. Total payroll check $1,805. 

6. Total, in very small pencil figures, the checks received in the bank 
• column on the debit side of the Cash Book since the $42,500 was en- 
tered in the pass book as a deposit. Enter this amount as a deposit in 
the pass book. Enter each check paid out in the Bank column on the 
credit side of the Cash Book on the right hand page of the pass book, 
separately. Balance the pass book. Ascertain the cash balance and 
see that the Cash Book balance, the pass book and the Bank Columns 
agree. Post the books to date. 

8. Received an allowance for wrong weight $52.85 from the U. S. Cop- 
per Co. on Invoice No. 9. Received an allowance for overcharge 
$37.50 from Walker Bros, on Invoice No. 6. 

8. Gave Western Smelting Co. a check for $2,127.84 on account and re- 
<;eived 3% discount. 

8. The petty cash statement from the petty cash fund shows the follow- 
ing payments: Hauling Expense $18.50, Administrative Expense 
$20.35, Selling Expense $28, Factory Expense $19.50. Gave a check 
for the total of these items to restore the petty cash fund. Balance 
the Petty Cash Book, and debit these expenses on the credit side of 
the Cash Book. 

8. Purchased ^ Ames Coal & Coke Co. 75 tons Egg Coal @ $4.75, and 
45 tons Coke @ $7.25, Invoice No. 10, 3/15, n/60. Purchased of Sin- 
clair Oil Co. 3,750 gal. Fuel Oil @ 121/30, Invoice No. 11, 3/15, n/60. 
Purchased of Union Sand Co. 85 tons Sand @ $2.35, Invoice No. 12, 
' 3/15, n/60. Purchased of the Mineral Supply Co., Detroit, Mich., 570 

pigs Iron (100 lbs.) @ $29.50 per ton, and 2,250 lbs. Phosphorus @ 28c, 
Invoice No. 13, 3/15, n/60. Purchased of New Jersey Zinc Co. 12,425 
lbs. Zinc @ 18c, Invoice No. 14, 3/15, n/60. Purchased of U. S. Cop- 
per Co. 5,250 lbs. Copper @ 19c, Invoice No. 15, 3/15, n/60. 

8. Sold Spencer Bros., York, Pa., 2,750 lbs. Iron Castings @ 15c, and 
1,625 lbs. Sand Blast Castings @ 22c, 2/10, n/30. Sold J. A. Granger, 
Louisville, Ky., 1,375 lbs. Brass Castings @ 37V2C, and 1,175 lbs. Phos. 
Bronze Castings @ 42c, 2/10, n/30. Sold J. Curtis & Co., Detroit. 
Mich., 3,250 lbs. Iron Castings @ 15c, and 1,275 lbs. Sand Blast Cast- 
ings @ 22c, 2/10, n/30. Sold Johnson Bros, for cash 875 lbs. Brass 
Castings @ 37i^c and 675 lbs. Phos. Bronze Castings @ 42c. 

9. Gave New Jersey Zinc Co. a check for $240.07 in full for invoice of 
March 4 deducting 3% discount. Gave them a 15 day acceptance 
for $2469.40 in full for Invoice of March 8 and received 3% discount. 

9. Sold J. White & Co., South Bend, Ind., 3,375 lbs. Iron Castings @ 15c 
and 1,125 lbs. Phos. Bronze Castings @ 42c, 2/15, n/30. Sold Jas. 
Doak & Co., Gary, Ind., 1,675 lbs. Sand Blast Castings @ 22c and 1,435 
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lbs. Brass Castings @ 37i^c, 2/15, n/30. Sold H. A. James & Co., Ham- 
mond, Ind., 2,450 lbs. Iron Castings @ 15c, and 875 lbs. Phos. Bronze 
Castings @ 42e, 2/15, n/30. Sold Davis Bros, for cash 1,250 lbs. Sand 
Blast Castings @ 22c, and 575 lbs. Phos. Bronze Castings @ 42c. 
Mar. 9. Allowed Henning Bros, claim for shortage of $32.50 on bill of Mar. 4. 
Allowed A. C. Harris & Co. $19.75 for defective castings on bill of Mar. 
4. Received a check for $686.00 from P. Nelson & Co., and allowed 2% 
discount. Paid Akron Tool Co. $1,250 in full of account. (Generi^ 
Ledger account. Enter in the General column.) 

9. Received an allowance from Keystone Coal Co. for short weight, 
$18.75, from Mineral Supply Co. for error in invoice No. 13, $25. 

9. Received 15 day acceptance from J. A. Granger for $988.95 and al- 
lowed 2% discount. Received a check for $754.60 from Spencer Bros, 
on account and allowed 2% discount. 

9. Paid for stationery for Factory $8.75, Order Books for salesmen $^2.50, 
Postage for office use $15, Letterheads and Envelopes for office use 
$32.50, extra helper on truck $8.50. All from petty cash fund. 
10. Purchased of L. A. Kuhn & Bro., Jersey City, N. J., 375 pigs Iron (100 
lbs.) @ $29.50 per ton, and 1,475 lbs. Phosphorus @ 28c, Invoice No. 
16, 3/15, n/30. Purchased of Union Sand Co. 75 tons Sand @ $2.25, 
Invoice No. 17, 3/15, n/60.' Purchased of Wilson Metal Co., Boston, 
Mass., 3,750 lbs. Copper @ 19c, and 3,575 lbs. Zinc @ 18c, Invoice No. 
18. 3/15, n/60. Purchased of Ames Coal & Coke Co. 65 tons Egg Coal 
@ $4.50, and 35 tons Coke @ $6.75, Invoice No. 19, 3/15, n/60. 

10. Paid Regan Printing Co. $387.50 for printing advertising booklets. 
(Selling Expense.) Paid Acme Boiler Works $1,750 on account. 
(General column.) Paid U. S. Copper Co. $824.16 on account and re- 
ceived 3% discount on balance of March 4. 

11. Sold Atlas Sales Co., Yonkers, N. Y., 4,650 lbs. Iron Castings @ 15c, 
and 3,575 lbs. Brass Castings @ 37y2C, 2/15, n/30. Sold M. Driscoll & 
Co., Philadelphia, Pa., 3,725 lbs. Sand Blast Castings @ 22c, and 2,735 
lbs. Phos. Bronze Castings @ 42c, 2/15, n/30. Sold Hill & McCanna 
4,875 lbs. Iron Castings @ 15c, and 3,785 lbs. Br^s Castings @ 37V^c, 
2/15, n/30. Sold Martin & Martin for cash 2^75 lbs. Sand Blast 
Castings @ 22c, and 1,895 lbs. Phos. Bronze Castings @ 42c. 

11. Paid extra helpers for hauling $15.75, Office Supplies $5.25, Form 
Sales Letters $12.50 (Selling Expense), extra help for cleaning Fac- 
tory $13.50, from petty cash fund. 

12. Received a check for $1,026.55 from Henning Bros, and allowed them 
2% discount. 

12. Received $1,970.58 from Hill & McCanna, which pays bill of Mar. 2 
in full, allowing 2% discount. Received $1,920.80 from J. L. Sparks 
& Co. to pay their acceptance of March 2, due today. 

12. Paid for Stamped Envelopes $110, and paid Jones Bros. $87.25 for 
printing office stationery. (Administrative Expense.) Paid Federal 
Truck Co. $2,500 on account. (General column.) 

12. Purchased of Sinclair Oil Co. 8,525 gal. Fuel Oil @ I21/2C, Invoice No. 
20, 3/15, n/60. Purchased of Chicago Metal Co. 750 pigs of Iron (100 
lbs.) @ $27 per ton, and 5,750 lbs. Phosphorus @ 29c, Invoice No. 21, 
3/15, n/60. Purchased of Union Sand Co. 125 tons Sand @ $2.25 per 
ton. Invoice No. 22, 3/15, n/60. Purchased of Western Smelting Co. 
9,895 lbs. Copper @ 19c, and 13,428 lbs. Zinc @ 18c, Invoice No. 23, 
3/15, n/60. Purchased of Keystone Coal Co., 185 tons Egg Coal @ 
$4.75, and 135 tons Coke @ $6.25, Invoice No. 24, 3/15; n/60. 
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Mar. 13. Paid payroll for the week as follows : Direct Labqr as per payroll 
$2,375, OflSce Salaries (oflSce help, Administrative Expense) $475, 
Superintendence $125, Engineers and Firemen $100, Truck drivers 
(Hauling Expense) $75. Total payroll check $3,150. 

13. Paid McGuire & Orr $280 for rent of Warehouse for one month, March 
1 to April 1. Received $1,152.48 from Seymour & Peck on account 
and allowed 2% discount. Received $825.89 from A. C. Harris & Co. 
on account and allowed 2% discount. 

15. Paid Salesmen's Salaries for two weeks to March 13, $300, three sales- 
men at $50 a week. Received $11.25 refund from Jones Bros, on their 
bill for office supplies of March 12. 

15. Allowed J. Curtis & Co. $28.50 for shortage on bill of March 8. Al- 
lowed Jas. Doak & Co. $37.25 for defective castings. Allowed J. 
White & Co. $32.50 for goods returned from bill of March 8. 

16. Gave Wilson Metal Co. a 15 day acceptance, dated March 10, for 
$1,315.32 on account and received 3% discount on $1,356, Invoice of 
March 10. 

16. Purchased of Mineral Supply Co. 565 pigs of Iron (100 lbs.) @ $27.50 
per ton, and 6,750 lbs. Copper @ 19c, Invoice No. 25, 3/15, n/60. Pur- 
chased of New Jersey Zinc Co. 12,895 lbs. Zinc @ 18c, Invoice No. 26, 
3/15, n/60. Purchased of Chicago Metal Co. 625 pigs of Iron (100 lbs.) 
@ $27.50 per ton, and 6,350 lbs. Phosphorus @ 29c, Invoice No. 27. 
3/15, n/60. Purchased of Union Sand Co. 175 tons Sand @ $2.35 
per ton, Invoice No. 28, 3/15, n/60. 

16. Paid Union Sand Co. $213.40 and received 3% discount on Invoice of 
March 1. Paid Walker Bros. $726.29, and received 3% discount on 
balance of Invoice of March 1. 

17. The statement of petty cash expenses shows the following payments : 
Hauling Expense $24.25, Administrative Expense $52.75, Selling Ex- 
pense $25, Factory Expense $22.50. Gave a check for the total of these 
expenses to restore petty cash fund. Balance the Petty Cash Book, 
and ascertain the Cash Balance. Enter as a deposit the total of checks 
received since the last deposit as shown by the Bank column. ^ Enter 
all checks paid out in the Pass Book, and see that the cash balance, the 
Bank columns and the Bank Pass Book agree. Post the books to date. 

17. Gave Ames Coal & Coke Co. a check for $1,078.45 to pay our acceptance 
of March 2, due today. Paid J. B. Norton $187.50 for carpenter work 
in warehouse. (Warehouse Expense.) Paid Bradner Smith $275.80 
for sundry supplies for the factory. (Factory Expense.) 

17. Paid Ames Coal & Coke Co. $662.02 on account and received 3% dis- 
count on Invoice of March 8, $682.50. 

Note : Transfer the Cash Book to new pages whether the present 
pages are entirely filled or not. The next two. pages will be suflScient. 
RxUe single and double red ink lines across the two pages exactly 
opposite and foot all the columns and carry the footings to the top 
of the new pages. The Cash Book is not formally balanced and ruled 
UQtil the end of the month . 

18. Sold J. L. Sparks & Co. 6,438 lbs. Iron Castings @ 15c, and 7,652 lbs. 
Brass Castings @ 37y2C, 2/15, n/30. Sold Hill & McCanna 8,796 lbs. 
Sand Blast Castings @ 22c, and 6,385 lbs. Phos. Bronze Castings @ 

• 42c, 2/15, n/60. Sold Henning Bros. 5,985 lbs. Iron Castings @ 15c, 

and 4,875 lbs. Brass Castings @ 371/20, 2/15, n/60. 
18. Paid from the petty cash fund: Rubber Bands $2.45, Carbon Paper 

$3.50. Oil $5.85 and Gasoline for trucks $18.75. Prepaid Express 
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on castings $17.25. (Selling Expense.) Window cleaning at Factory 
$12.50. 
Mar. 18. Paid Keystone Coal Co. $195.70 in full for Invoice of March 4, $220.50, 
deducting 3% discount on the balance after the allowance of March 9. 
Received $724.71 from J. Curtis & Co. on account and allowed 2% 
discount. 
19. Paid a & A. R. R. Co. $389.85 for freight on four cars of material 
bought March 8. Paid Acme Boiler Works $2,500 on account. 
Received $2,107.62 from Hill & McCanna on account and allowed 2% 
discount on bill of March 11. 

19. Paid Central Phone Co. $375 for advertising space for one year from 
March 1, in Phone Book. (Selling Expense.) Gave Chicago Metal Co. 
a 60 day note at 6% for $3,304.28 on account. 

20. Purchased of Ames Coal & Coke Co. 225 tons Egg Coal @ $4.50, and 
175 tons Coke at $5.25, Invoice No. 29, 3/15, n/60. Purchased of Sin- 
clair Oil Co. 9,485 gal. Fuel Oil @ 12c, Invoice No. 30, 3/15, n/60. 

20. Paid payroll for the week as follows: Direct Labor as per payroll 
$2,400, OflBce Salaries (Office help) $500, SupeWntendence $180, Engi- 
neers and Firemen $125, Truck Drivers $75. Total payroll check 
$3,280. 

20. Allowed Hill & McCanna $74.75 for shortage on bill of March 18. 
Allowed J. L. Sparks & Co. $122.50 for defective castings on bill of 
March 18. Received a 60 day note for $2,000 at 6% from Atlas Sales 
Co. on account. Received a 60 day note for $2,150 at 6% from Hill & 
McCanna on -account. 

22. Paid from petty cash fund : Office Supplies $6.50, Second Sheets $2.75. 
For Stationery for Factory $11.25. For extra help for hauKng $5.85. 
For Advertisement in the Daily News $8.50. 

22.. Paid Acme Boiler Works $2,500 on account. Paid Federal Truck Co. 
$2,750 on account. 

22. Sold M. DriscoU & Co. 1,200 lbs. Iron Castings @ 15c, and 850 lbs. Brass 

/ Castings @ 37y2C, 2/15, n/30. Sold Atlas Sales Co. 750 lbs. Sand Blast 
Castings @ 22c, and 560 lbs. Phos. Bronze Castings @ 42c, 2/15, n/30. 
Sold H. A. James & Co. 650 lbs. Iron Castings @ 15c, and 540 lbs. Brass 
Castings @ 37y2C, 2/15, n/30. Sold Jas. Doak & Co. 850 lbs. Sand 
Blast Castings @ 22c, and 675 lbs. Phos. Bronze Castings @ 42c, 2/15, 
n/30. Sold J. White & Co. 950 lbs. Iron Castings @ 15c, and 1,150 
lbs. Brass Castings @ 37i^c, 2/15, n/30. Sold for cash to Morris & 
Co. 1,200 lbs. Sand Blast Castings @ 22c, and 600 lbs. Phos. Bronze 
Castings @ 42c. 

22. Received a 60 day note at 6% from Henning Bros, for $2,725.88 on ac- 
count, in full for Invoice of March 18. 

23. Paid Sinclair Oil Co. $454.69 and received 3% discojint. Paid Union 
Sand Co. $193.76 on account and received 3% discount. Paid U. S. 
Copper Co. $967.57 on account and received 3% discount. Paid Min- 
eral Supply Co. $1,422.38 on account and received 3% discount. 

23. Received $927.32 from J. White & Co. on account and allowed 2% 
discount. Received $851.99 from James Doak & Co. on account and 
allowed 2% discount. 

23. Purchased of Walker Bros. 7,560 lbs. Copper @ 19c, Invoice No. 31, 
3/15, n/30. Purchased of Keystone Coal Co. 125 tons Egg Coal @ 
$4.50, and 95 tons Coke @ $6.50, Invoice No. 32, 3/15, n/60. Pur- 
chased of U. S. Copper Co. 8,540 lbs. Copper @ 19c, Invoice No. 33, 
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3/15, n/60. Purchased of L. A. Kuhn & Bro. 750 pigs of iron (100 lbs.) 
@ $25 per ton, and 4,750 lbs. Phosphorus @ 30c, Invoice No. 34, 3/15, 
n/60. Purchased of Wilson Metal Co. 7,500 lbs. Copper @ 20c, and 
5,400 lbs. Phosphorus @ 30c, Invoice No. 35, 3/15, n/60. Purchased 
of Sinclair Oil Co. 3,750 gal. Fuel Oil @ lie, Invoice No. 36, 3/15, n/60. 
Mar. 24. Received $720.30 from H. A. James & Co. on account and allowed 2% 
discount. Received $998.95 from J. A. Granger to pay his 15 day 
acceptance, due today. 
24. Paid New Jersey Zinc Co. $2,169.40 for our 15 day acceptance due 
today. 

24. Paid Salesmen's Salaries for two weeks to March 20, $500. (Selling 
Expense.) 

25. Received allowance for $38.90 from Western Smelting Co. for short 
weight. Received allowance for $49.95 from L. A. Kuhn & Bro. for 
overcharge on March 10. Received allowance from New Jersey Zinc 
Co. $89.75 for shortage. 

25. Paid Union Sand Co. $163.69 on account and received 3% discount. 
Paid L. A. Kuhn & Bro. $888.69 on account and received 3% discount. 
Paid Ames Coal & Coke Co. $512.89 on account and received 3% dis- 
count. 

26. Received $1,928.84 from M. DriscoU & Co. on account and allowed 2% 
discount. 

26. Paid C. B. & Q. R. R. Co. $348.75 for freight on three cars of material. 
Paid R. C. Adams & Co. $127.85 for sundry Warehouse supplies. Paid 
for labor at Warehouse, $58.60. (Warehouse Expense $186.45.) 

26. Sold P. Nelson & Co. 7,850 lbs. Iron Castings @ 15c and 7,530 lbs. Bra» 
Castings @ 371/2C, 2/15, n/30. Sold Henning Bros. 4,750 lbs. Sand 
Blast Castings @ 22c, and 4,250 lbs. Phos. Bronze Castings @ 42c, 2/15, 
n/60. Sold to Seymour & Peck 8,540 lbs. Iron Castings @ 15c, and 
6,375 lbs. Brass Castings @ 37y2C, 2/15, n/60. Sold A. C. Harris & 
Co. 8,750 lbs. Sand Blast Castings @ 22c, and 5,750 lbs. Phos. Bronze 
Castings @ 42c, 2/15, n/30. Sold Sims Bros, for cash 3750 lbs. Iron 
Castings @ 15c, and 3,250 lbs. Brass Castings @ 37^c. 

27. Paid payroll for the week as follows: Direct Labor per pajn'oU, 
$2,750, Office Salaries (office help) $565. Superintendence $180. 
Engineers and Firemen $125. Truck Drivers $75. Total payroll 
check $3,695. 

27. Paid Sinclair Oil Co. $1,033.56 on account and received 3% discount. 
Paid Chicago Metal Co. $2,599.60 on account and received 3% discount. 
Paid Union Sand Co. $272.78 on account and received 3% discount. 
Paid Keystone Coal Co. $1,670.82 on account and received 3% discount. 

29. Allowed Atlas Sales Co. $11.85 for defective castings. Allowed Hen- 
ning Bros. $27.65 for shortage on bill of March 26. 

29. Sold Spencer Bros. 3,250 lbs. Sand Blast Castings @ 22c and 2,750 
lbs. Phos. Bronze Castings @ 42c, 2/15, n/30. Sold to J. A. Granger 
& Co. 2,500 lbs. Iron Castings @ 15c, and 3,000 lbs. Brass Castings @ 
37y2C, 2/15, n/30. Sold J. Curtis & Co. 2,800 lbs. Sand Blast Castings 
@ 22c, and 2,000 lbs. Phos. Bronze Castings @ 42c, 2/15, n/30. Sold 
Jones & Smith for cash 2,000 lbs. Iron Castings @ 15c, and 1,200 lbs. 
Brass Castings @ 37V^c. 

30. Paid Salesmen's salaries to March 27, $250. Paid Officers' salaries 
$700. 

31. The statement of petty cash expense shows the following payments: 
Hauling Expense $30.55. Administrative Expense $15.20. Selling 
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Expense $25.75. Factory Expense $23.75. Gave a check for the total 
of these payments to restore the petty cash fund. 
Mar. 31. Balance the Petty Cash Book, and ascertain the cash balance follow- 
ing instructions under March 6. Post the books to date and take a 
Trial Balance. 
31. Make the necessary adjustments, using the following inventories, and 
prepare a Pinal Trial Balance before closing. Prepare a Profit and 
Loss Statement and Balance Sheet, and close the books. 

Inventories: 

JIaterials Inventory March 31 : 

50 tons Sand @ $2.75 $137.50 

270 tons Coke @ $2.50 675.00 

5000 gal. Oil @ 8c 400.00 

125 tons Iron @ $15 1,875.00 

7000 lbs. Zinc @ 14c 980.00 

125 tons Coal @ $5.25 656.25 

2000 lbs. Phosphorus @ 23c 460.00 

$5,183.75 

Materials in process March 31 $ 850.00 

Labor in process March 31 325.00 

Finished goods March 31 18,175.50 

Insurance expired 26.67 

# • Interest accrued on Notes Receivable 20.89 

Unpaid Office Help 175.00 

Unpaid Sales Force 250.00 

Interest accrued on Notes Payable 13.28 

Office Supplies on hand 175.00 

Advertising matter on hand 225.00 

Advertising Contract paid in advance 343.75 

Depreciation on Office Equipment 287.75 

Depreciation of Hauling Equipment 525.00 

Depreciation on Machinery 1,200.00 

Depreciation on Tools 125.00 

Depreciation on Crucibles 960.00 

Depreciation on Boilers 1,350.00 

Depreciation on Buildings 375.00 

Reserve for Doubtful Accounts 560.00 

Note : In preparing the Profit and Loss Statement, the total of the debit of 
the accounts: Sand, Coke, Copper, Oil, Iron, Zinc, Coal and Phosphorus, is 
the Raw Material Purchases, and may be represented in one sum. The total 
of the credit of the accounts : Iron Castings, Sand Blast Castings, Brass Cast- 
ings, and Phosphorus Bronze Castings, is the amount of Sales, and may be used 
in the Profit and Loss Statement in one sum. The purchases accounts may be 
opened in the Ledger under the following headings: Purchases Sand, Pur- 
chases Coke, Purchases Copper, Purchases Oil, Purchases Iron, Purchases Zinc, 
Purchases Coal, Purchases Phosphorus. The sales accounts may be opened under 
the headings : Sales Iron Castings, Sales Sand Blast Castings, Sales Brass Cast- 
ings, Sales Phosphorus Bronze Castings. This will designate the purchases and 
sales more definitely than to use the names as they appear in the Purchases Book 
and in the Sales Book. 
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SINGLE ENTBY BOOKEEEPINa 

185. In Single Entry Bookkeeping, accounts are kept with persons or firms 
only. Usually only a Journal and Ledger are kept. The Ledger is never in 
balance, because only one side of a transaction is posted, and this record is made 
only when the account of a person or firm is involved. A Cash Book may be 
and is sometimes kept, but it is only for the purpose of recording the cash 
received and paid out in order to ascertain the Cash balance. If a cash trans- 
action affects a personal account, it is entered in the Journal also, and posted 
from the Journal to the debit or credit of the personal account. 

186. The following transactions and the Journal Memoranda of the transac- 
tions are suflBcient to show the method of single entry bookkeeping. We call the 
record ** Journal Memoranda,'' because they are not journal entries, as only one 
side of the transaction is considered. If a transaction does not involve a per- 
sonal account, no entry is made for it, unless a Cash Book is kept, and then the 
only purpose of the Cash Book entry is to be able to determine the cash balance. 

January 1, 192 





1 


D. P. Maeon, Proprietor 
Began buslnese. investing 


Or. 




8000 


00 






cash 
Uarohandlse 




3500 
4600 


00 
00 








6 


-6- 
Cantral Hilling Co. 

Bonght on aooonnt 

50 brls. Flour at $6.60 


Cr. 






426 


00 

• 




5 


-16- 
Central Milling Co. 

Gave then our 30 day note 
on aooonnt. 


Dr. 






160 


00 




12 


-20- 
D. L. Pearson 


Dr. 






37 


76 






Sold on aooount: 

5 bx. S. Peaohes at 93.25 
10 bsk. Grapes at |2.15 




16 
21 


26 
50 








23 


-26- 
R. II' Johnson 


Dr. 






79 


60 






Sold on aooount: 

200 Ihs. G. Sugar at .12 1/2 
e sks. G. Flonr at $6.86 


26 

64 


00 
60 







ILLUSTRATION NO. 88. SINGLE ENTRY JOURNAL 

The above is the single entry record of the following : 
Jan. 1. D. P. Mason, Proprietor, began business and invested Cash $3,500 and 
Merchandise $4,500. 
5. Bought of Central Milling Co. 50 brls. Flour @ $8.50 on account. 
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Jan. 10. Bought 25 bu. Early Potatoes @ $3.50 for cash. 

12. Sold 1 brl. Flour, $9.50, 8 bu. Early Potatoes @ $4.25, for cash. 

15. Gave Central Milling Co. a 30 day note for $150, on account. 

20. Sold to D. L. Pearson 5 bx. D. Peaches @ $3.25, 10 bsk. Grapes @ $2.15 

on account. 
25. Sold to R. M. Johnson 200 lbs. G. Sugar @ 12y2C, 8 sks. G. Flour @ 

$6.85. 
30. Paid clerk hire $45, Plumbing bill $22.50, and Telephone $7.50. 

187. The Cr. and Dr. indicate on which side of the personal account the 
item is to be posted. The transactions of January 10, 12, and 30 are not 
recorded because they are cash transactions and they do not aflfect any personal 
account, but they may be entered in a Cash Book so as to ascertain the cash 
balance. When the above entries are posted, only the proprietor's account and 
the personal accounts will appear in the Ledger. Thus it is seen why the Ledger 
is never in balance, in single entry bookkeeping. The posting is a simple matter 
and it is unnecessary to show it here. 

188. The purpose here is not to teach single entry bookkeeping. It is not 
necessary, for any one who can post, can keep single entry books. The fact 
that the accountant is often called upon to change single entry books to double 
entry bookkeeping, makes it necessary to show the procedure. 

189. Changing to Doable Entry: In order to change single entry books to 
double entry, it is necessary to ascertain the value of all property not recorded 
in the books and use this inventory or appraisal with the accounts in the 
Ledger to establish the equilibrium or balance. The following problem will be 
a sufficient guide in making the change to double entry. 

190. On June 30, 192 , at the end of a six month period, the single entry 
books of D. P. Mason show the following Ledger accounts, and you are asked 
to change the books to double entry. 

D. P. Mason, Proprietor $8,000.00 

^Customers: 

J. P. Jessup $525.75 

A. L. Jennings 464.85 

D. M. Sims 498.50 

C. L. Hughes 631.25 

Creditors: 

Mason Bros. & Co 1,787.50 

J. L. Priest & Son 825.40 

R. J. Peters & Co 1,350.00 

$2,120.35 $11,962.90 



191. Of course, the Ledger is not in balance. A Trial Balance cannot be 
taken from single entry books. In the period from January 1 to June 30, Mr. 
Mason may or may not have made a profit. He cannot tell from his books. 

192. The first step is to ascertain the value of all the property pertaining 
to the business that is not recorded in the books, and prepare a Balance She^t 
or statement of Assets and Liabilities. Mr. Mason gives you the following 
additional information to aid you in determining his present capital and in 
changing the books to double entry : 

Cash in bank $3,500. Value of merchandise on hand $7,964.50; he holds 
one note in his favor from C. T. Smith & Co. for $1,250 at 67r, dated March 1, 
and due August 1, and two notes in his favor from Jones & Anderson for $500 
each at 6%, dated February 1 and April 1, and due August 1. Office Furniture 
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$750. He has outstanding a ninety day note in favor of Middleton Grocer Co. 
for $2,500 at 6% dated June 1. 



Statement of D. P. Mason, June 30, 192 



ABBeta: 

Caah 

Hotea Reoaivable 
Aoooxinta RaoelYable 
Mdae. Inventory 
Offioa Fnrnitnra 
Total Aaaets 




LiabiUtiea: 

lotea Payable 
Aooounta Payable 

D. P. lia8on*B 
present Capital 



£600 
3962 



Iffi 



T^ 



m 



00 
90 



ILLUSTRATION NO. 80. D. P. MASON'S BALANCE SHEET 

D. P. Mason *s investment January 1, was $8,000. His present capital is 
$10,121.95. His profit for the six months is $2,121.95 ($10,121.95 less $8,000). 
The next step is to credit D. P. Mason for the net profit for the six months by 
an entry in single entry form : 

D. P. Mason, Proprietor Cr. $2,121.95 

To credit the net profit for the six months period. 

After this entry is posted, D. P. Mason's account will conform to the state- 
ment or Balance Sheet, and the next step is to prepare and post the entry to 
change the books to double entry. 



16 



July 1, 192 



K 
y 
^ 



14 

9 

17 






Having deoided to ohange the books 
from Single Entry to Double Entry, the 
following ezhibita the present oondi- 
tion of the bnaineaa: 

Caah 

Notea Reoeivable 
J. p. Jeaaup 
A. L. Jennings 
D. M. Sims 
C. L. Hughes 
Mdse. Inventory 
Office furniture 

lotes payable 

liason Bros. & Co. 

J. £. Priest & son 

R. J. Peters & Co. 

D. p. Hason, Capital 



3500 
2260 
626 
464 
496 
631 
7964 
760 



00 
00 
76 
86 
60 
£6 
60 
00 



Items oheoked are already in the Ledger 
ezoept Cash, whioh is entered in the Cash Book. 

ILLUSTRATION NO. 90. ENTRY TO CHANGE TO DOUBLE ENTRY 



£600 

1787 

8£6 

1360 

101£1 



00 
60 
40 
00 
96 



Note: The accrued interest on Notes Receivable to June 30, $25.42, and 
the accrued interest on Notes Payable to June 30, $20.08, are not included in 
the Assets and Liabilities, because these items will be taken care of when the 
notes are paid. Of course, this would affect D. P. Mason 's net profit $5.34, but 
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a8 there is no other interest involved than D. P. Mason, it is practical to allow 
this matter to adjust itself when the notes are paid. If D. P. Mason were admit- 
ting a partner, it would be a different matter. Then the debit balance of 
Interest, $5.34, should appear in the assets. 

193. When the items not checked are posted, the Ledger will be in balance, 
and the books are ready to receive the business to be recorded by the double 
entry method. If an entirely new set of books were to be used, then all the 
items in the above entry, including those checked would have to be posted in 
the new Ledger. If there were a large number of customers and creditors so 
that Accounts Receivable and Accounts Payable would be used in this opening 
entry to change the books, then, if a new set of books were to be opened. 
Schedules of Accounts Receivable and Accounts Payable should be entered in 
the Journal, following the opening entry, and posted to the debit of customers ' 
accounts and the credit of creditors' accounts in the new Ledger. 
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CHAPTER X 
COST ACOOXJNTINO, PART I 

194. The purpose of the following illustrations and problems is to show 
how to determine from the Trial Balance the unit cost of a single article or prod- 
uct, as well as the percentage of cost based upon sales. It does not involve a 
system of cost accounts, although the same final results are obtained as if a 
system of cost records were kept. 

195. The diflference is that determining the cost from the results of the 
bookkeeping at the end of a period, gives the information as to costs, too late 
to apply any remedy to reduce expenses, where they might be reduced ; while 
a system of cost records gives the necessary information from week to week 
or month to month, so that remedies may be immediately applied by the 
management. However, even where a system of cost records is not kept, the 
information that can be ascertained, from the Trial Balance and the supple- 
mentary facts, is very valuable for future comparisons and for price making. 

196. In order to ascertain the cost per unit, (per 1,000 feet of lumber, per 
barrel, per ton, per dozen, per hundred or for a single machine) only the 
Profit and Loss Statement is necessary to ascertain the unit cost and per- 
centages of sales, as shown in the following illustration, however, the student 
is asked to prepare a Balance Sheet and prove it with the Profit and Loss 
Statement in order to verify its correctness. 

197. The forms of the Balance Sheet and Profit and Loss Statement are 
not diflferent from the forms of such statements for a manufacturing business, 
with which the student is already familiar. If this problem is worked out 
completely, the next problem. No. 19, which is similar, will not be difficult. 

198. While the usefulness of the information contained in the percentages 
and figures, showing the unit cost, is apparent, in the two problems following, 
it is not real cost accounting. However, where a system of factory cost records 
are not kept, figuring the unit cost as shown in these statements does obtain, at 
the end of a period, the unit cost that would be shown monthly by a cost system. 
When the solutions at the end of the Profit and Loss Statement are studied in 
connection with the Profit and Loss statement, the value of this information 
will be seen. In a milling business, where a cost system is not kept, it is valu- 
able information to know, at the end of a period, three months, six months, or 
a year, just what it cost to produce a barrel of flour. In many other lines, 
where a complete cost system is not maintained, this information, as to the 
cost of the unit, is valuable. 

199. Problem 17. The Mead Bicycle Company, a corporation, at the end 
of the year's business, December 31, 192 , desire to know what it has cost them 
to produce a single bicycle, that is, the unit cost of their product. The following 
is their Trial Balance, taken from their Ledger on December 31, at the close of 

209 
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business. They had on hand at the beginning of the year, January 1, 1,250 
bicycles inventoried at $35 each. They have sold 6,500 wheels and have 950 
bicycles on hand at the end of the year. 



Trial Balanoe, Mead Bloyole Co. 

Capital Stook 

Unanbsorlbed Stook 

Surplus • 

Cash 

Iotas Beoelvable 

Aoootints Reoelvable 

lotes Payable 

Aooo tints Payable 

Building (Faotory) 

llaohinery 

Tools 

Off ioe Sqttipment 

Hauling Equipment 

Sales 

Sales Returns and Allowanoes 

Sales Disoount 

Ban Ifaterial, Jan. 1 

Purohases Ban Materials 

Finished Goods « Jan. 1, 

(1,250 Bioyoles at $35) 

Freight In 

Purohases Returns and Alloivanoes . . • 

Purohases Disoount . . • 

Bireot Labor 

Fuel and Light , 

Building Repairs . r 

Uaohinery Repairs 

Tool Repairs 

Paint 

Foremen's Salary • ; 

Eleotrio Power 

Taxes on Plant 

Inauranoe on Plant and Material • • • . 

Freight Out •* . • 

Salesmen's Salary 

Traveling Expenses 

Advertising ' . 

Agent's Comniaslon 

Branoh Expanses • • *. . • 

Off ioe Supplies ..••*....- 

Offioe salaries .• . 

Direotor's Fees • • . • • • 

Legal Expenses 

Interest and pisoount • • • . 

CoUeotton and Exohange . .: 



ILLUSTRATION NO. 01. FIRST TRIAL BALANCE 

Inventories December 31: 

Raw Materials $9,850 

Finished Goods 33,250 

Nine hundred and fifty Bicycles invoiced at $35 each. 

Res. for Doubtful Accounts 5,000 

Res. for Dep. on Building 2,500 

Res. for Dep. on Machinery 5,500 

Res. for Dep. on Tools 2,660 



Deo* 


31, 192 










26000Q 


00 




26000 00 










12500 


00 




67560 60 








63260 76 








126714 40 










14600 


00 






17626 


66 




66000 00 








63260 00 








6300 00 








2750 00 








6500 00 










663683 


35 




4760 66 








6432 60 








10264 60 








102407 00 






43760 00 






1627 00 








3766 


60 




8121 


75 


92300 00 






8260 00 






460 00 






600 00 








60 00 








2848 00 








13600 00 








1860 00 








600 00 








600 00 








2160 00 








4600 00 








3260 00 








1200 00 








87300 00 








63260 00 








1626 00 








10621 76 








600 00 








275 00 








1160 00 








450 00 








870087 26 


870067 


25 
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Profit and Loss Statement, Mead Bicycle Co., Dec. 31, 192 

Sales $563,683.35 

Less Sales Returns and Allowances $4,750.85 

Less Sales Discounts 6,432.50 11,183.35 



Net Sales (6500 Bicycles @ $85) $552,500.00 

Prime Cost: 

Baw Materials, Jan. 1 $10,264.50 

Purchases Baw Material $102,407.00 

Less Purchases Be turns and Allowance .... 3,756.50 98,560.50 



Freight In 1,827.00 

Direct Labor 92,300.00 

$203,042.00 
Less Baw Material Inventory, Dec. 31 . . 9,850.00 

Prime Cost ($31.16 each for 6,200 Wheels) $193,192.00 

34.96% of Sales. 

Production Cost: 

Fuel and Light $8,250.00 

Building Bepairs 450.00 

Machinery Bepairs 500.00 

Tool Bepairs 60.00 

Paint 2,848.00 

Foremen's Salary 13,600.00 

Electric Power 1,850.00 

Taxes on Plant 500.00 

Insurance on Plant and Machinery 600.00 

Bes. for Dep. on Building 2,500.00 

Bes. for Dep. on Machinery 5,500.00 

Bes. for Dep. on Tools 2,650.00 

Factory Overhead (7.11% of Sales, $6.34 

per wheel $39,308.00 



Manufacturing Cost (42% of Sales) ($37.50 per wheel 

on 6,200 wheels) $232,500.00 

Add Inventory Finished Goods, Jan. 1 43,750.00 

$276,250.00 
Deduct Invt. Finished Goods, Dec. 31 (Inventoried 

950 wheels @ $35) 33,250.00 

Manufacturing Cost of Goods Sold (44% of Sales) $243,000.00 

Gross Profit on Sales $309,500.00 

Selling Cost: 

Freight Out $2,150.00 

Salesmen's Salaries 4,500.00 

Traveling Expenses 3,250.00 

Advertising 1,200.00 

Agents Commission 87,300.00 

Branch Expenses 53,250.00 

Selling Cost (27.44%, of Sales) . $151,650.00 

($23.33 each on 6,500 wheels) * 

Profit on Sales $157,850.00 

Administration Cost: 

Office Supplies $1,525.00 

Office Salaries 10,821.75 

Director's Fees 500.00 

Legal Expenses 275.00 

Cost of Administration (2.37% of Sales) $13,121.75 

Gross Business Profit, carried for'd $144,728.25 
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Grom Bamem Pfofit, BroL Far'd $144,72S.^ 

Other Ineorae: 

Pnrekases DiMomit (1^47%; S>121.75 

152;*50.00 
Deduct ionj from Income: 

Interest from Dueonnt $1,150.00 

Colleetioa and Exchange 450UX) 

LoM on Doubtful Aceounta 5,000.00 

Deductions (lA9'ic) 6,600.00 

Net Profit ^26.47';'^ of Sale^; $146,250.00 

r$22.50 each on 6,500 wheels^. 

ILLU8TBATION NO. »2. PROFIT AND LOSS STATEMEXT. MAXXrFACTCRING 

Note : It would be practical to leave the Inventory Value of the finished 
goods until the actual cost, this year, of manufacturing a wheel, is determined in 
the above statement, which we find was $37.50, and then inventory the number 
of wheels on hand at the end of the year at this actual cost price, instead of in- 
ventorying the 950 wheels on hand at $35, which was the same as last year's 
inventory price. This would make $2.50 a wheel diflference in inventory price of 
the 950 wheels, and would affect the profit just that amount. The student is 
asked to carry out this idea in the next problem. 

200. To find the number of Machines Produced : 

The number of wheels sold during the year 6500 

The number of wheels on hand Dec. 31 950 

7450 

Less number of wheels on hand Jan. 1 1250 

Number of wheels manufactured 6200 

Prime Cost per Wheel : 

Prime cost as per statement $193,192.00 

Number of wheels produced 6200 

Prime cost per wheel 31.16 

($193,192 divided by 6200) 

Selling Price : 

If the profit of this year is to be maintained for next year, add 172.78% 
to the Prime Cost. 172.787. of $31.16 is $53.84. $31.16 plus $53.84 is $85, the 
selling price. 

To find Total Unit Cost : 

The net profit for the year is $146,250 

Net sales for the year $552,500 

Less net profit 146,250 

Total cost and expenses for the year $406,250 

Number of wheels sold 6500 

Pinal cost per wheel $62.50 

($406,250 divided by 6500). 

To find the Net Profit on a Wheel : 

The net profit for the year $146,250 

Total number sold 6500 

Profit on each wheel is $22.50 

($146,250 divided by 6500). 
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Percentage Proof: 

Manufacturing cost of goods sold 44 % of sales 

Selling Cost 27.44% of sales 

Administration Cost 2.37% of sales 

Other deductions 1.19% of sales 

Net Profit 26.47 % of sales 

101.47% of sales 

Less other income 1.47 % of sales 

Net Sales 100 % of sales 

Note : There are some slight discrepancies on account of dropping decimals, 
but these discrepancies have offset each other in this case. Prepare a Balance 
Sheet and prove it with the foregoing Profit and Loss Statement. 

PBOBtJBMlS. ILLINOIS COAL BONINO CO., INCOBPOBATED 

201. The Illinois Coal Mining Co. was incorporated and began business 
January 1, 192 . During the year to December 31, 192 , they sold 65,000 
tons of coal at $2.20 per ton, at the mine. From the following Trial Balance taken 
from their Ledger, find the Prime Cost per ton, the **Cost of Mining" per ton, 
the total net cost per ton, and the net profit. To do this, it is only necessary 
to prepare a Profit and Loss Statement, but prepare a Balance Sheet also and 
prove it with the Profit and Loss Statement. 

Trial Balance, Illinois Coal BCning Co., Incorporated 

Capital Stock $150,000.00 

Cash $23,750.00 

Notes Receivable 9,925.00 

Accounts Receivable 9,725.00 

Notes Payable 12,000.00 

Accounts Payable 10,500.00 

Buildings 27,500.00 

Land 160,000.00 

Machinery 22,500.00 

Construction 20,000.00 . 

Mortgage Payable 40,000.00 

Labor 36,850.00 

Royalties 2,100.00 

Superintendence 9,750.00 

Machinery Repairs 1,815.00 

Building Repairs 1,635.00 

Oil 3,750.00 

Fuel 4,150.00 

Mine Supplies 3,125.00 

Mine Expenses 6,125.00 

Insurance on Mines 1,250.00 

Sales of Coal 143,000.00 • 

Selling Commission 3,875.00 

Salesmen 's Salaries 2,575.00 

Office Salaries 1,600.00 

Office Expenses 1,200.00 

Directors' Fees 300.00 

Interest on Mortgage 2,000.00 

$355,500.00 $355,500.00 

The inventory of coal on hand is 3,000 tons. Charge oflf 10% depreciation 
on Buildings, Machinery and Construction. Royalty is the price paid for the 
use of patented machinery. Labor and Royalties are each a part of the prime 
cost. The depreciation is a part of the Mining Overhead. When the Mining 
Cost per ton is ascertained, then the value of the 3,000 tons on hand can be 
determined, which, when deducted from the total Mining Cost, will give the 
cost of mining the whole number of tons sold. This problem is to be worked 
out similar to problem 17. 
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Cost Accanntiiig, Part n. 

202. Cost Accounting to be eflfective in enabling the management to apply 
remedies in cutting down costs, where the excess cost, waste or lost motion is 
apparent, must give up-to-date information so that any lack of efficiency or 
excessive expense may be discovered within a month, instead of at the end of 
a period of three months, six months, or a year, as in the foregoing problems- 

203. Cost records and books are separate from the general bookkeeping. 
However, the closer the cost records and cost books can be connected with and 
controlled by the manufacturing accounts in the General Ledger, the better the 
results that come out of the cost system. 

204. The purpose of a cost system is to show the exact cost of the unit 
(per 1,000, per hundred, per dozen, per barrel, or for a single article or job) 
produced. On completion of a contract or job, a comparison of the results 
shown by the cost records with the estimate made when the job or contract was 
accepted, will give accurate information for future estimates. 

205. A cost system should be developed in connection with the actual op- 
eration of the particular business for which it is intended, and planned to 
economize time and expense. Personal contact and actual acquaintance with 
every operation is necessary. A cumbersome system that requires more time 
and expense to keep than it would save for the business is about as good as 
none, so the expense of the cost system must be considered as well as the other 
costs. 

206. A system may be devised to show the operating costs of a department, 
or for the entire plant where only one kind of goods are manufactured, in- 
volving the cost of materials, cost of labor and the expenses, and it may be 
planned to show the cost of materials, cost of direct or productive labor, and 
the cost of factory expenses (indirect labor and expenses) for a particular 
contract, quantity, job or other unit. In any case, one of the main objects is to 
finally show the ** Gross profit" on the ** manufactured goods sold" which is 
the difference between the ** manufacturing cost of the goods sold" and the 
**net sales." 

207. A special system must be planned for each particular business. Prob- 
ably no two plants would present the same conditions. It is not possible to 
devise a system of cost accounting which will apply to establishments in dif- 
ferent lines of manufacturing. One factory works to produce a single form of 
some staple article or commodity, another produces a special kind of machine, 
each involving a series of operations peculiar to that particular factory. No 
jj:eneral set forms can be designed which would be suitable for all of them. It 
is not possible to devise forms for ascertaining the costs that would apply in 
detail to factories in the same line, on account of the different conditions and 
surrounding circumstances. Intimate acquaintance with the equipment, op- 
erations and conditions are absolutely necessary, which means first hand in- 
formation secured by personal contact with the actual facts. 

208. Naturally, the larger and more complicated the business, the more 
specific information is required, and the finer the distinctions and calculations 
that are necessary. Cost Accounting is a tremendous subject. It is not at- 
tempted here to much more than introduce the subject. 

209. In a plant of ordinary size, or in a plant just starting, it is not so dif- 
ficult to devise a system of cost records that will secure the necessary in- 
formation, if working in connection with the actual operations, as it would seem, 
while studying the subject in the abstract. 
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210. Factories may be classified as two kinds: One kind produces great 
numbers of a standard article, such as a motor, bicycle or a fountain pen. The 
other turns out goods upon the order of customers, which orders vary so much 
that it is seldom that any two orders are the same. In either case, the factory 
is usually departmentized and each department is organized to perform some 
part of the series of operations necessary to production. 

211. A printing plant is a good example of the latter kind of factory. 
Orders are taken from customers. Estimates are made upon which the order 
is accepted. A production order is given by the managing head. A production 
order form may be devised which can be filled out readily and which will con- 
tain all necessary directions for the different departments which are to co- 
operate in filling the order. The production order may be made in any num- 
ber required, so that a copy may go to each department interested, and one 
copy can be used for making a summary of the cost of the job as the necessary 
information develops. The production order is given a serial number, and 
this number must appear on all tickets, requisition orders, etc., connected with 
this particular job. 

212. Cost accounting follows the materials through the factory, and every 
time the material moves it costs money and a record must be made of the 
facts, and also of the incidental facts or indirect expense. Forms must be de- 
signed to ascertain the following necessary facts : 

First: The exact cost of materials used, and the quantity and cost for each 
job or piece. 

Second: Direct Labor cost must be ascertained, and the cost records must 
show how much of the Direct Labor cost should be charged to each job, con- 
tract, piece or quantity. 

Note: Direct Labor is the wages of those employed directly on the production of the 
product of the factory. Indirect Labor is the wages of those employed in and about the 
factory, but not on the work of actual production. 

Third: Indirect Expense (Factory Expense, Burden or Overhead) must be 
ascertained and apportioned, that is, charged to each job or other unit on some 
equitable basis. 

Note: Indirect Expenses are items of expense which cannot be separated and charged 
to each job or contract as can the cost of Direct Labor and Materials. , 

Fourth: If it is desired that the cost system shall show the final cost of the 
unit, it is necessary to ascertain the selling and administrative expense and any 
other costs, and apportion them to each unit on some equitable basis. 

213. The summing up of the results is simple enough, after all the facts are 
ascertained by the various cost records, to find the unit cost of a job, piece or 
contract. 

214. Certain Manufacturing Accounts are kept in the General Ledger to 
control the cost system, similar to the manner in which Accounts Receivable 
controls the Sales Ledger and Accounts Payable controls the Purchases Ledger 
or Creditors' Ledger. 

215. Materials must be purchased, and a purchase order form is designed. 
Materials purchased are received with invoice and recorded in the Purchases 
Book, and finally debited to Raw Materials account in the General Ledger. 

216. All materials purchased for manufacturing purposes is received in store 
and entered in the Stores Record Book or Stores Ledger. The Stores Record 
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Book shows the date the materials are received, the quantity, the price, and the 
cost, in the first section of the following form. In the next section, it shows the 
date the materials are issued, the Requisition No., the quantity, the price and 
the cost. The last section shows the balance in Stores and the cost or value. 
Materials are issued from stores on requisition only, by the Storekeeper. 

STORES RECORD BOOK 

Description 

Have on hand no more than 

Order when supply falls below 









I 6 • a « 


. 


Bala 


n a 


DAt« 


Order 
lo. 


Quantity 


Frlo« 


Co«t 


Data 


K'- 


Qoantlty 


Prloa 


coat 


Qtsantttj 


coat 


JM. 1 


IHTtf. 


6000 Ib« 


.60 


3000 00 


Jaa. S6 


85 


40000 Iba 


.60 


80000 00 


16000 Iba 


6000 00 


JM. le 


IS 


60000 • 


.60 


86000 00 


nay 80 


36 


40000 - 


.60 


80000 00 


86000 * 


15000 00 


mt 16 


19 


60000 • 


.60 


86000 00 


jQlj 86 


37 


4X00 - 


.60 


17000 00 


18000 * 


6000 00 


Jlily £0 


14 


toooo " 


.60 


lOOdb 00 

















ILLUSTRATION NO. 08. STORES RECORD BOOK 

217. The diflference between the quantity received and the quantity issued 
from day to day or time to time is the balance on hand, always at cost. Cost 
means the invoice price plus the freight and handling charges, if that can be 
ascertained readily. If not, it may be charged in a separate account and pro- 
rated later, and the invoice cost used. It will be seen that the stores record 
is a perpetual inventory. It is controlled by the Raw Materials account in the 
General Ledger. 

218. Assume, for illustration, that the Raw Materials Inventory at the be- 
ginning was $3,000. The purchases during the period was $60,000. The 
various quantities issued during the period on requisition was $57,000. 

When these purchases are entered in the General Books, and posted to the 
debit of Raw Materials account, and the various Requisition Orders are en- 
tered, and posted to the credit of Raw Materials account, the Raw Materials 
account in the General Ledger will appear as follows : 

Raw Materials 



Jan. 1 Inventory $ 3,000 

15 Purchases 25,000 

May 15 Purchases 25,000 

July 20 Purchases: 10,000 



Jan. 25 Issued Req. No. 35 $20,000 
May 20 Issued Req. No. 36 20,000 
July 25 Issued Req. No. 37 17,000 



219. Control of Materials : The balance of Raw Materials account is $6,000 
and the balance shown by the Stores Record book must equal this amount, so 
the Raw Materials account in the General Ledger controls the Stores Ledger. 
If there are various kinds of materials used, there must be a similar Stores 
Ledger Sheet for each kind, size or grade. The Stores Ledger controls the 
materials in the factory somewhat like the Cash Book controls the Cash. 
There is no standard form of Stores Ledger Record. A form is designed to 
suit the case. 
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220. At the time the requisitions were issued and the entries made to credit 
Raw Materials account in the General Ledger, Materials in Process account was 
debited for the amount issued. 

Materials in Process $20,000 

Raw Material $20,000 

For materials issued on requisition No. 35. 

221. This Materials in Process account is debited for all materials issued 
and put in process of manufacture and is credited for all materials consumed 
in manufacture of Finished Goods. The balance of Materials in Process account 
shows the inventory of Materials remaining in process, and should be equal 
to the total of all the materials columns of the cost sheets of the cost Ledger of 
all the jobs not completed. (See the form of Cost Sheet following.) This ac- 
count controls the Materials on the Cost Sheets, which must be accounted for 
accordingly. 

222. The Stores Record must account for all materials received and issued. 
Materials are issued to the various departments for work in process on requisi- 
tion. This requisition specifies the quantity required and should designate the 
purpose for which it is to be used. There are various forms of requisition 
blanks. The following is a' simple form : 



Bequisition No. 32 



Deliver to Department A. 
For Job No. 1 



the following: 





Quantity 


Kind of Materials 


Price 


Total 




698 yd9. 


Blue Serge (a) 


1 


26 


747 


60 



0. K. by 



ac^. 



Supt 

ILLUSTRATION NO. 04. REQUISITION BLANK 



<%^ 



223. When a requisition is received and the materials are issued, the record 
is made in the Stores Record Book as shown in the illustration of the Stores 
Record. 

224. A Materials Record Book is kept to show the materials consumed in 
manufacturing a particular unit, and when the amount of materials for each 
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unit w a>teertain^L it is po^ed^ or eharge^l to that partieular job in the Materials 
Kecord Book- The followinjy is one form of a 3Iaterials Reeord Book. 

Materials Second 





Cbarga to job MwKher 


iMaiaitioi 


J, j 


' 1 


3 


4 


5 


6 


7 


8 


^ 


92 


T47 


60 


































33 






250 


00 






























34 










335 


00 



























ILLUSTRATION NO. 05. MATERIALS RECORD BOOK 

The eo8t of materials issued for a job is entered in the eolimm of that Job No. 
At the end of each month, these columns are totaled to ascertain the cost of 
materials used on each job. In order to avoid the taking of physical inven- 
tories as much as possible, it may be required that for the last few days of the 
month, no more material than is absolutely necessary be requisitioned. 

225, The results of the Materials Record for each job, each month, is trans- 
ferred to the Cost Sheets in the Cost Ledger. Each job is given a Cost Sheet, 
and the cost of materials is posted from the Materials Record to that job, 
designated by number. The following is a form of Cost Sheet in the Cost 

Ledger. 

008T SHEET 
Job No. 1 Year, 192 

Description. Coats. Price 















Ifiaterlela 


Direct 


Factory 


Month 


Quantity 


Unit 


Conauned 


Labor 


Overhead 




Produced 


Coat 


747 


50 


1276 


00 


482 


CO 


Jan 

Feb 

March 

April 

May 

June 

July 

Aug 

3cpt 

Oct 

Nov 

Dec 


600 


5 


01 



ILLUSTRATION NO. 06. COST LEDGER 
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The cost of materials for Job No. 1 is posted from the Materials Record 
Book. Assume that the Payroll Summary, made from the workers' tickets for 
each job, shows that the Direct Labor for Job No. 1 is $1,275. 

Assume that the Indirect Expense upon which it is apportioned to be charged 
to each job, is $482 for Job No. 1. Then the charges on the Cost Sheet of Job 
No. 1 should be as shown in the above Cost Sheet. 

228. The summing up of the results are simple enough, after all the facts 
are ascertained by the cost system. To illustrate, assume that the Cost Sheet 
of a job shows Materials consumed $747.50, Direct Labor cost $1,275, Indirect 
Expense or Factory Overhead apportioned $482, and that the Selling Expense 
apportioned and charged to this job is $275, and the Administrative Expense 
apportioned is $175, and other expenses apportioned $50. Calculate the unit 
cost. 

JOB No. 1. (500 COATS) 



] 



Total CosdhjnltCost 



materials 
Direct Labor 
Factory Overhead 

Manufaoturlng Cost 

Selling E3Lpense« Apportioned 
Administrative Expense. Apportioned 
Other Expenses, Apportioned 
Total Tlnal Cost 




01 



01 



ILLUSTRATION NO. 07. SUMMARY OF OOSTS 

226. Payroll: The workers register the time of their arrival and of their 
departure on a time clock, and from these time tickets the payroll is made up. 
The foreman in charge of each department will indicate on the card of each 
worker the job number of the job on which the worker is employed and to 
which his wages will apply. There are some complications when workers are 
employed on different jobs during the day, but each change and the time is 
indicated on the worker's time card or ticket, so that in making up the summary 
the proper charge can be made to each job on which employed. A worker may 
be employed part of the day on productive work and part on unproductive work. 
The time ticket will indicate the part applied to Direct Labor, and that to be 
applied to indirect labor. Separate time tickets may be used for each change. 
The form of the time ticket is designed to record the information desired. A 
form may be designed to show the eflBciency of the worker. There are about 
as many different forms of cost records as there are different lines of business, 
and even businesses in the same line. It is useless to attempt to show dif- 
ferent forms here. The thing to do is to study the particular business and 
decide upon the information desired and then design forms to get it. 

From the time tickets of the day, the total time and wages are obtained for 
the day, the total time and wages of Direct or Productive labor, and the total 
wages to be charged to each job or department, and the names of workers, time 
and rate are entered on the payroll sheet. At the end of the week or two 
weeks the payroll is completed and totaled. A single check is drawn for 
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each payroll, and entered in the Cash Book, debiting Payroll account or Labor 
payroll. The following is a form of a Payroll Book : 

PAYROLL BOOK 

Pay Roll 10. 8. Sheet Ho. Z 

^^ Pay Boll for Month Ending January 31, 19 



Clook 

10. 



60 

51 

52 

53 

54 

55 

56 

57 

56 

59 

60 

61, 

62 

63 

64 

65 

66 

67 

66 



wages 



200 
150 
100 
100 
176 
176 
150 
165 
100 
125 
135 
150 
125 
50 
100 
150 
150 
150 
150 



00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 



2600 



Dednotlons 



00 



Amt. 
due 



200 
150 
100 
100 
175 
176 
160 
166 
100 
125 
135 
150 
125 
60 
100 
150 
150 
150 
150 



2600 



00 



ProdtiotiTe 
hrs . amt . 



Bon- 
hrs. 



Prod, 
amt. 



280 
220 



280 
220 
280 
220 



220 
280 



160 
220 
220 
220 



2620 



200 
150 



175 
175 
160 
166 



135 
150 



100 
150 
150 
160 
1^ 



2000 



220 
220 



280 
820 



280 
110 



00 



100 
100 



100 
125 



126 
50 



1210 II 600 



00 



ILLUSTRATIO^~ NO. 98. PAY BOLL BOOK 



At the end of the month, the direct labor is transferred from the Pay Roll 
account to Direct Labor account, and the Indirect Labor is transferred to In- 
direct Expense account, closing the Pay Roll account, requiring the following 
journal entry. If it is desired, an extra column for Selling Expense may be 
added to record the wages of the sales force. 

Direct Labor $2,000 

Indirect Expense 600 

Pay Roll $2,600 

227. If any money were advanced to workers, it would appear in the Deduc- 
tions column, and be entered in the Cash Book, charged to Pay RolL Then the 
Amount Due column would be that much less, and when the check for the 
amount due on the Pay Roll is charged, the Pay Roll account would be the 
same, $2,600. 
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228. If the Direct Labor is to be charged to each job, the record cards of the 
workers would be assembled and a summary made of the amount to be charged 
to each job. This summary would show the Job No. and a columfa for the num- 
ber of hours and the amount for each Job. No. The total amount for each job 
would then be posted to the Cost Sheet of each job, under the head of Direct 
Labor. At the time this Direct Labor is charged to each job, Direct Labor ac- 
count is credited with the total labor consumed on the completion of the jobs. 

229. The balance of Direct Labor account will show the direct labor on 
work in process, not completed, and should be equal to the total of direct labor 
on the Cost Sheets of uncompleted jobs. Thus Direct Labor account controls 
the direct labor charges on the cost cards. 

230. Indirect Expense: Indirect Expenses are indirect labor and all other 
expenses, such as light, heat, taxes on plant, insurance on plant, repairs, sup- 
plies, rent, depreciation, etc., that are a part of the cost of production, but can- 
not be separated and charged to particular units. It must be porated or ap- 
portioned. These expenses are charged to Indirect Expense or Factory Expense 
account. When the amount of indirect labor is ascertained from the Pay Roll 
records the amount is transferred to Indirect Expense account from the Pay 
Roll account as shown in the entry following Pay Roll illustration. 

The Indirect Expense is prorated or apportioned and charged to the diflferent 
units on the basis of a percentage of the Direct Labor or a percentage of Prime 
Cost (Material and Direct Labor). On whatever basis has been decided, the 
part of Indirect Expense that should be charged to each job is charged to each 
unit or job on the Cost Sheets and the total applied on the Finished product is 
credited to Indirect Expense account. The balancfe of this account will show 
the cost of indirect expense that has been charged or is to be charged to the 
jobs or units that are not completed, and thus controls the Indirect Expense in 
process, the inventory of which would equal the balance of Indirect Expense 
account. 

231. To Apportion Indirect Expense: The matter of correctly apportioning 
the Indirect Expense, Burden or Factory Overhead, to the various units is the 
most difficult in cost accounting. Not so difficult after the basis has been de- 
termined, but it is difficult to decide what basis would be the most equitable 
for a particular business. The following illustration shows the plan of dis- 
tributing the Factory Overhead based upon a percentage of Direct Labor, 
and also upon the basis of Productive Hours. Illustration No. 100 shows the 
Selling Expense and other expenses distributed to the unit on a percentage of 
the **Cost of the goods sold.'' Illustration No. 101 shows the amount that is 
apportioned and should be charged to each job, based upon Direct Labor and 
also based upon Prime Cost (Materials plus Direct Labor), assuming that the 
Factory Overhead for the period was $5,500. 

It will be noticed that there is quite a diflference between the amount to be 
charged to Job No. 1 and No. 2, and the other jobs also, when calculated on the 
basis of Direct Labor and when calculated on the basis of Prime Cost. Which 
is better? The question cannot be answered without actual contact with the 
operations in the particular business. This is the reason it is said that the 
distribution of the Factory Overhead is the most difficult for the accountant 
to accurately determine in cost accounting. 
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Propofition 1. There is some connection or relation between the cost of 
Direct Labor of each department and the total of all other expenses, hence, the 
Overhead may be distributed to and charged to each department on the basis of 
the Direct Labor Cost. From the following data distribute the Overhead or 
Burden on the basis of a percentage of Direct Labor : 



Power Expense . . . 
Building Expense . . 

Repairs 

Taxes 

Depreciation . . . . 
Indirect Labor . . . 
Factory Expense . . . 
Factory Supplies . . 
Miscellaneous Expense 

Insurance 

Total 

Direct Labor . . . . 



Factory Overhead 



Totals 



$8450 
4000 
6650 

550 
2800 
7500 
5250 

800 
2150 

640 



37790 



Dept A 



#2800 

1350 

1850 

175 

1250 

2750 

1750 

250 

875 

160 



13216 
39660 



Dept. B 



#3750 

1150 

2250 

225 

900 

2950 

2250 

375 

950 

280 

15656 

61320 



Dept. C 



#1900 

.1500 

1550 

150 

650 

1800 

1250 

175 

325 

200 

9500 

19000 



ILLUSTRATION NO. 99. DISTRIBUTION OF INDIRECT EXPENSE 



Solution : 

Department A: Overhead $13,210. Direct Labor, $39,660; 
$13,210 divided by $39,660 is 33 1-3%. 

Department B: Overhead, $15,080. Direct Labor $61,320; 
$15,080 divided by $61,320 is 25%. 

Department C. Overhead $9,500. Direct Labor $19,000; 
$9,500 divided by $19,000 is 50%. 

Proposition 2: Assume the productive hours in the above illustration to 
be: Department A, 16,500 hours. Department B, 28,500 hours. Department 
C, 47,500. Distribute the overhead on the basis of productive hours. 

Solution : 

Department A: Overhead, $13,210. Productive hours, 
16,500; $13,210 divided by 16,500 is 80 cents per hour. 

Department B: Overhead, $15,080. Productive hours 
28,500; $15,080 divided by 28,500 is 52.9 cents per hour. 

Department C : Overhead, $9,500. Productive hours, 19,000 ; 
$9,500 divided by 19,400 is 50 cents per hour. 
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Propositioxi 3: The percentage of Shipping expense, Selling expense and 
General or Administrative expense to be charged to each department, piece or 
job to arrive at the **cost to make'' may be determined by dividing the total of 
shipping, selling and general expense by the **cost of the goods sold'* for a 
given period. 

Prom the following data, calculate the percentage to be charged for ship- 
ping, selling and general expenses, assuming the *'cost of the goods sold" to 
be $125,000. 

Bhlpping, Selling and Admlnistrativa gxpensa 



Distribution 



Total 



sales 



Labor 
Dlsoonnt on 

salaries 

Offloers* Salaries . • 

DepreolatlOD 

Repairs 

Coomlsslons 

Advertising 

Building bpense . . • 

Insurance 

Taxes 

Delivery Expense • • • 

Seserve for Bad Debts 
Isoellaneous Expenses 
Total 



1 12501 00 TS 

1500 06 ^ 



12330 

6250 

450 

175 

3750 

1750 

1080 

320 

376 

2750 

1250 

520 



00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 



Shlpplngl Selling 

58r 



125 



76 

450 

26 

125 



150 



w 



00 



00 
00 
00 
00 



00 



12330 



3750 
1675 



370 



00 



00 
00 



00 



Admin, 
^g pense 



1600 

6250 
325 
176 



630 

296 

250 

8760 

1250 



00 

00 
00 
00 



00 
00 

too 
oo 

00 



f.mmtim m^R^iWi^n^T^wisimJ^tmwm 



ILLUSTRATION NO. 100. DISTRIBUTION RATE 

Total Shipping, Selling and Administrative Expenses.. $ 32,750 

Cost of Goods Sold 125,000 

$32,750 divided by $125,000 is 26.2%. 

Proposition 4: Assume that at the end of the month the depreciation and 
all supplementary accrued and deferred items have been determined, and the 
Factory Overhead is found to be $5,500. Assume further that the cost of mate- 
rial and direct labor for each job is as shown in the following illustration. Cal- 
culate what part of this $5,500 should be charged to each job, on the basis of the 
proportion of Direct Labor and on the basis of Prime Cost (materials consumed 
plus direct labor), in the following six jobs: 



job VtuDbars 


1 


Z 


3 


4 


5 


6 II Total 1 


Materials 
Direct labor 


4500 
7250 


00 
00 


5250 
4325 


00 
00 


2250 
£650 


00 
00 


1200 
1760 


00 
00 


3760 
4600 


00 
00 


7500 
9876 


00 
00 


24460 
30560 


00 


Total 


11760 


00 


9576 


00 


6100 


00 


2960 


00 


6250 


00 


17376 


00 


55000 


00 




















1 ' ' 1 


r"n 


1 '^ 1 






^ 



Illustration No. 101. Distribution of Factory Overhead or Indirect Expense on 
Basis of Direct Labor, and on Basis of Prime Cost 

Solution : On the basis of Direct Labor, the amount of the Overhead to be 
charged to Job No. 1 would be 7250 of $5,500 or $1,305.25. 



Job No. 2: 4325 
30550 



30550 
of $5,500 or $778.64, and so on for the other jobs. 
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On the basis of Prime Cost (materials plus direct labor) the amount of 
Overhead to be charged to each job would be : 

Job. No. 1 : 11750 of $5,500 or $1,175. 

55000 
Job. No. 2: 9575 of $5,500 or $ 957.50, and so on. 

55000 

Explanation: In the first, the total cost of Direct Labor for all the jobs is 
$30,550. Then Job. No. 1 should be charged such a part of the $5,500 as $7,250 
is a part of the total, $30,550. 

On the basis of Prime Cost, the total of the Prime Cost on all jobs is $55,000. 
The Prime Cost of Job No. 1 is $11,750. The Job No. 1, on this basis, should 
be charged such a part of the $5,500 as $11,750 is part of $55,000, or $1,175. 

It will be noticed that on the basis of Direct Labor the part of the $5,500 to 
be charged to Job No. 1 is $1,305.24, while on the basis of Prime Cost the amount 
to be charged to Job No. 1 is $1,175. There is $130.24 diflference. Which is 
better? That depends upon the nature of the business. Those in personal con- 
tact with the facts must decide that. This is the reason that Indirect Expense or 
Factory Overhead is distributed on diflEerent bases for different plants. 



MANUFACTURINO ACCOUNTS 

232. Manufacturing Account: The Materials in Process account, the Direct 
Labor account and the Indirect Expense or Factory Expense account might 
all be kept under the one account ** Manufacturing Account," in which case 
all of the various costs shown in these three accounts would be debited to Man- 
ufacturing Account, and finally an analysis sheet could show the detailed facts, 
but the three accounts are used in the next set, to show how they may be used as 
controlling accounts to control the cost records for materials, labor and indirect 
expenses. 

The following will serve as a guide in debiting and crediting the manufac- 
turing cost accounts : 

233. Baw Materials Account: Materials are issued from stores upon 
requisition only. The inventory of materials on hand as shown by the Stores 
Record or Stores Ledger must agree with the balance shown by the Raw Mate- 
rials account. Thus this account controls the stores. 

Debit Raw Materials Account: Credit Baw Materials Account: 

1. For all materials purchased to be 4. For any materials issued from 
used in manufacturing. Stores on requisition, at cost, and 

2. For all freight, cartage and any at the same time debit Materials 
charges to place the materials in in Process Account. 

stores, unless a separate account is 
kept for freight and cartage. 

3. For any materials returned from 
work in process which has been 
issued on requisition. 

If materials are received in mixed shipments so the proper amount for freight 
and handling cannot be charged to each kind of material, or for any other rea- 
son, a separate account may be kept for these charges, and then prorated later 
or at the end of the period. 
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234. Work in Process: Work in process involves thre^ accounts, Materials 
in Process, Direct Labor and indirect Expense accounts. The term * * Work in 
Process" covers the manufacture from the time the raw materials are issued 
from Stores until the Finished Goods are ready for sale or delivery. 

235. Materials in Process: The materials issued from Stores and put in 
process of manufacture, is represented by Materials in Process account. The 
materials actually consumed plus the cost of Direct Labor is the Prime Cost of 
the goods manufactured. . 

Debit Materials in Process Account: Credit Materials in Process Account: 



1. For all materials received from 
Stores on requisition, at cost, and 
at the «ame time credit Raw Mate- 
rials account. 



2. For all materials returned to 
Stores, at cost. 

3. For the value at cost of the mate- 
rials actually consumed in manu- 
facture, and at the same time 
debit Finished Goods account. 

The cost of material in process, shown by the Cost Sheets of the work not 
completed, must equal the balance of this account, which is the inventory of 
materials in process, and thus this account controls the materials in process. 

236. Direct Labor: Direct Labor is the labor employed in the actual direct 
operations of manufacturing the product of the factory. Indirect Labor is 
labor that cannot be specifically identified with or charged to any particular 
job or other unit. The term Productive Labor is also used for Direct Labor. 



Debit Direct Labor Account: 
For all wages paid for direct la- 
bor, as shown by the Pay Roll 
records. 



Credit Direct Labor Account: 
For the amount of direct labor as 
shown by the Cost Sheets of the 
Cost Ledger on all jobs, orders or 
contracts finished. 



The total amount of direct labor shown by the Cost Cards or Cost Sheets 
of the Cost Ledger on jobs, orders or Contracts not completed must equal the 
balance of Direct Labor account, which is the inventory of Direct Labor in 
Process. Thus, this account controls the direct Labor in Process. 

237. Indirect Expense: Lidirect Expense variously termed Manufactur- 
ing Expense, Factory Overhead or Factory Expense, are such as heat, light, 
power, supplies, indirect labor, superintendence, rent, repairs, insurance on 
plant, depreciation on plant, machinery and tools, etc. 



5. 



Debit Indirect Expense Account: 

1. For salary of foremen, superin- 
tendents and other salaries that 
affect factory expense which can- 
not be applied to any particular 
unit. 

2. For indirect labor and supplies 
that enter into the cost of the 
goods. 

3. For rent, heat, light, power, water, 
taxes, insurance on plant, depre- 
ciation, and any factory expense. 

The remainder of Indirect Expense not apportioned to the finished product, 
but charged in the work in process, as shown by the cost records, must equal 
the balance of this account. Thus the balance of this account controls the In- 
direct Expense in process, and is the Indirect Expense Inventory. 



Credit-Indirect Expense Account : 
4. For amount apportioned and 
charged to completed jobs, orders, 
or contracts, and charged to some 
other account, in the cost of fin 
ished goods. 

For any rebates or allowances 
that affect a charge to this ac- 
count. 



Digitized by 



Google 



226 BOOKKEEPING AND ACCOUNTING 

Distribution: Indirect Expense is the most difiScult for the Accountant to 
distribute accurately to the various units (jobs, orders or contracts) at the 
end of the month or period. They are apportioned on a basis that, from the 
nature of the business, would seem to be the most accurate, that is on a basis 
of the relation of the job, quantity or contract to the total factory expense. 
The basis is different in diflferent factories on account of the diflference in this 
relation. Indirect Expense may be distributed on the basis of: (See Illustra- 
tions 99 and 101.) 

1. Direct Labor. 4. Prime Cost (Materials plus Direct 

2. Total Productive Hours. Labor). 

3. Materials consumed. 5. Total number of units produced. 

238. Finished Ooods: Finished Goods, as the name implies, are the 
goods completed and ready for delivery, for sale, or ready to be sent to the 
warehouse. 

Debit Finished Goods Account: Credit Finished Ooods Account: 

1. For the cost of goods completed 2. For the "cost of sales" for the 
during the period, at cost, that is, month or period, as shown by the 

cost of material, direct labor, and record of the **Cost of goods 

indirect expense, as shown by the sold." 

Cost Cards or Cost Sheets of the 
Cost Ledger, or the Finished 
Goods Journal. 

The balance of this account shows the balance of Finished Goods on hand, 
in stock, the inventory. Thus this account controls the Stock Ledger or the 
Finished Goods on hand. 

239. Cost of Sales: The completion of the finished goods is the end 
of the cost of production, and the beginning of the cost of selling and cost 
of administration. In preparing statements, the Manufacturing Section ends 
at this point, and the Trading Section begins. The connection of the two sec- 
tions is in the debit to the "Cost of Sales" account and the credit to Finished 
Goods account. 

Debit Cost of Sales Account: Credit Cost of Sales Account: 

1. For the "cost of goods sold," and 2. For the amount to close the ac- 

at the same time credit the Fin- count into Profit and Loss, 

ished Goods account. 

There are diflferent ways of arriving at the "Cost of Sales. '^^ The cost 
price may be entered in a column provided in the Sales Book, and the cost 
as well as the selling price shown. The cost and selling price may be entered 
on all orders, from which the cost can be tabulated. Only one entry for the 
month or period is made, debiting "Cost of Sales" and crediting "Finished 
Goods" for the same amount. 

The diflferent forms of Cost Cards, Cost Sheets and books for a complete cost 
system cannot be illustrated here. Space will not permit it. However, a good 
idea of them, how to design them, the purpose for which they are to be used, and 
the business the more detailed information is necessary, requiring other con- 
the principle for obtaining the results, is conveyed. The more complicated 
trolling accounts, but the principle would remain the same. 
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VALLEY TANNINa COMPANY. A OOBPORATION 

240. In the foregoing, different forms were suggested and illustrated which 
are designed to obtain necessary cost information so that the proper charge for 
material, direct labor and indirect expense could be applied to each job, order, 
contract or other unit. There are many different forms and these illustrated are 
only suggestive. Each business would require forms peculiar to it, but those 
illustrated with the suggestions given, outline the information ne.cessary to be 
obtained by a cost system. 

241. This set has no connection with the forms already illustrated except 
the illustration of the Payroll. The Payroll Book for this business would be 
similar to the illustration shown except that another column should be added 
for ** Selling Expense," to provide for that part of the Payroll that applies to 
the sales force. 

242. The purpose of this set is to show how the Raw Materials Purchases ac- 
count, the Materials in Process account, and the Supplies account control the 
Materials in Stores and in Process in the factory, and how the Direct Labor and 
Indirect Expense accounts control the Payroll records and the Indirect Expenses. 
It is made as simple and short as possible with this one thing in view, the con- 
trol of the factory operations by the General Ledger accounts. 

243. The books to be used are the Purchases Book with seven columns: 
General, Raw Hides Materials, Tanning Materials, Supplies, Indirect Expense, 
Water and Selling Expense, similar to the form of the Purchases Book in Chap- 
ter IX. The Sales Book is of the ordinary form. The Cash Book shquld have 
three columns on the debit side : General, Accounts Receivable and Sales Dis- 
count. The credit side of the Cash Book should have three columns: Gen- 
eral, Accounts Payable and Purchases Discount. The Journal should have two 
columns on the left : General and Accounts Receivable, and on the right : Gen- 
eral and Accounts Payable. The Journal is similar to the Journal in Chapter 
VI, except that it has two columns on each side instead of three. 

244. The Tanning business is selected because it produces only one com- 
modity, sole leather, and the purpose is to use the usual controlling accounts, 
and show how they control the operations in the factory. The materials are han- 
dled by Lots as shown by the Stores Record of Raw Hides as illustrated. Similar 
forms may be ruled and kept for Tanning Materials and Supplies, if desired, but 
the illustration of the Stores Record for Raw Hides is sufficient to show a form 
and how to keep a record of the materials in stores, showing a perpetual in- 
ventory. 

245. As only one commodity is produced, there is no unit quantity or job 
to which to charge costs of materials, direct labor, and to apportion and charge 
the indirect expense, however, materials are requisitioned in quantities and put 
through the process of manufacture and the time of the workers is kept so as to 
show the direct labor that has been consumed on the goods that are finished, 
and the amount of direct labor in process at the end of the month is equal to 
the balance shown by the Direct Labor account. Similarly the amount of in- 
direct expense that applies on the goods finished is apportioned to the quantity 
completed, at the end of the month, and charged to the Finished Goods account, 
and the indirect expense not charged to the finished product and which ap- 
plies to the work in process must equal the balance of Indirect Expense ac- 
count. 
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246. A Journal, as the only book of original entry, may be used with the 
same results. If a Sales Ledger and Purchases Ledger are used, special columns 
must be provided for Accounts Receivable and Accounts Payable as these are 
controlling accounts in the Greneral Ledger. The instructions and suggestions 
following each transaction is given with a view to using the books of original 
entry that have been suggested, but they will apply whatever forms are used. 



STOCK BBCOHD 



Daeoription; Baw Hides. 



192 



Jaa 



Lot 



1 

1 
Z 

3 

4 



H 6 a I ▼ a d 



Varna 



Invantory 
C. E. Portar & Co. 
swift & Co. 
Wilson & Co. 
swift & Co. 



80,640 lbs. 
45,666 lbs. 



Pounds 



126.336 
47.720 
43.672 
45,696 



Prloa 



ABOxint 



20160 00 
11424 00 
11930 00 
10918 00 
11424 00 



19Sf 



Jan 



Baq* Vo. Lot l»lb8. 



39 
42 
45 
48 



Total 



37632 
37632 
38632 
12440 



126336 



I 8 8 n a d 



Lot 2ab8.|Lot 3. lbs. 



24192 



Lot 4-lb8. 



Balanoa 



22176 00 
24698 00 
25956 00 
28224 00 



ILLUSTRATTON NO. 102. STOCK RECORD BOOK 

247. A Similar Stock Record Sheet in the Stock Record Book could be used 
for Tanning Materials and Supplies, but that is not required in this set, as the 
illustration of the perpetual inventory of Raw Hides Materials seems sufficient 
to show how to keep the record for any materials. A more elaborate form could 
be devised that would show the balance in quantity as well as in value. Illus- 
tration No. 93 is another form. There should be a separate record for each 
kind of material. In the purchases, as recorded in the Purchases Book, the 
purchases for the sales force are no part of the materials. This special col- 
umn in the Purchases Book for Selling Expense is used to show how all Pur- 
chases may be recorded in the Purchases Book. The student is asked to read 
carefully paragraphs 202 to 239, and study the forms illustrated, whil^ writing 
up this set, although they are not directly connected with these transactions. 
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BUSINESS TRANSACTIONS 

Jan. 1. The Valley Tanning Co., manufacturers of Sole Leather, is incor- 
porated under the laws of the State of Ohio, with an authorized capital of 
$75,000 divided into 75 shares of the par value of $100. All the stock is ia- 
sued. On January 1, 192 , after closing the books at the end of the fiscal period, 
December 31, their Ledger accounts showed the following assets and liabilities : 



Assets: 

Cash $14,970 

Notes Receivable 5,750 

Hanson Bros 2,235 

L. H. Ames & Co 2,671 

Raw Hides Materials Inven- 
tory, 80,640 lbs. @ 25c 20,160 

Tanning Materials Inventory. . 4,020 

Supplies Inventory 1,000 

Materials in Process Inventory. 14,640 
Productive Labor in Process. . 1,174 

Indirect Expense 680 

Finished Goods Inventory 5,000 

Insurance 200 

Plant and Machinery 20,000 

$92,500 



Liabilities : 

Capital Stock $75,000 

Notes Payable— Bank 10,000 

C. K. Porter & Co 4,500 

J. D. Barnes & Co 3,000 



$92,500 



Set up these accounts in the Ledger by arranging the above in the form of 
an opening entry in the Journal and posting. Allow each account ten lines. 
Open new accounts as needed. See Corporation Accounting for form of opening 
entry. 

Jan. 3. Purchases: Purchased of C. K. Porter & Co. Raw Hides as per 
Invoice No. 32, 45,696 lbs. @ 25 cts., 3/15, n/60, $11,424. Purchased of J. C. 
Barnes & Co. Tanning Materials as per Invoice No. 33, 3/15, n/60, $2,300. Pur- 
chased Supplies of Jameson Bros., as per Invoice No. 34, 3/15, n/60, $850. 
Received bill from Ellis Bros, for printing stationery for factory use, Invoice 
No. 35, $125. (Indirect Expense.) Received bill from Rush Printing Co. for 
printing advertising matter, Invoice No. 36, $350. (Selling Expense.) Received 
bill from the City Water Works for water to be used in process. Invoice No. 37, 
$400, as per contract for the month. (Debit Water account.) 

Enter separately in the Purchases Book, in the Oeneral column, and transfer the amount 
so entered to the special column of the proper heading. Rule a Stores Racord sheet and 
enter the inventory of Raw Hides, 80,640 lbs. @ 25 cts., and enter the purchases of Raw 
Hides, 45,696 lbs. @ 25 cts., as in the Illustration No. 102. 

Jan. 4. Issued from stores on Requisition No. 39 Raw Materials, Raw 
Hides, 37,632 lbs. @ 25 cts., $9,408. On Requisition No. 40, Tanning Materials, 
$1,805. On Requisition No. 41, Supplies, $100. Water used in process $100. 

Enter the amount of Raw Hides issued from stores on requisition in the 
Stores Record and show the balance on hand $22,176. Enter the materials 
issued in the Journal : 

Materials in Process $11,313 

Indirect Expense (Water) 100 

Raw Hides Material $9,408 

Tanning Materials 1,805 

Water 100 

Supplies 100 

For materials issued and put in process. Water consumed is charged to Indirect 
Expense. (See Paragraphs 233, 234.) 



Digitized by 



Google 



230 BOOKKEEPING AND ACCOUNTING 

Use the **Lot 1" column under "Issued" in the Stores Record until all 
materials of **Lot 1" are exhausted, then use **Lot 2'* column. 

Jan. 6. Paid the Payroll of the week as per Payroll Book, $900, including 
wages of sales force. 

Debit Payroll account on the credit side of the Cash Book. This Payroll includes 
direct labor, indirect labor and wages of the sales force. 

Jan. 8. Sold to Parker & Davis 16,200 lbs. Sole Leather @ 50 cts. Sold to 
Mehl & Levis 12,816 lbs. Sole Leather @ 50 cts. Terms 2/15, n/90. 

Jan. 10. Paid C. K. Porter & Co. $1,500 on account. . Paid J. C. Barnes & Co. 
$1,250 on account. They allowed us 3% discount in each case. 

Divide the $1,500 by .97 to find the amount to be charged to C. K. Porter & Co. The 
difference between this amount and $1,500 is the discount. Do the same for the payment to 
J. C. Barnes & Go. These are partial payments. 

Jan. 10. Received $1,250 from Hanson Bros, on account, and $1,000 from 
L. H. Ames & Co. on account, and allowed 2% discount in each case. 

Divide the $1,250 by .98 to find the amount to be credited to Hanson Bros. The differ- 
ence is the Sales Discount. Do the same for the amount received from L. H. Ames & Co. 

Jan. 12. Purchases : Purchased of Swift & Co. Raw Hides as per Invoice 
No. 38, 47,720 lbs. @ 25 cts., 3/15, n/60, $11,930. Purchased of J. C. Barnes 
& Co. Tanning Materials as per Invoice No. 39, $2,500. Purchased of Jameson 
Bros. Supplies as per Invoice No. 40, $950. Received bill for advertising from 
Brown Bros. Agency, Invoice No. 41, $350. Received bill from Ellis Bros, for 
printing factory stationery. Invoice No. 42, $125. (Indirect Expense.) 

Jan. 13. Paid the Payroll for the week including labor and wages of the 
sales force, $900. (See Jan. 6.) Paid Ames Bros. $112.50 for repairing 
machinery. 

Jan. 13. Sold to J. D. Ryan & Co. 15,400 lbs. Sole Leather @ 50 cts. Sold 
to L. H. Ames & Co. 13,416 lbs. Sole Leather @ 50 cts. Sold to Lacey & 
Cable 30,000 lbs. Oflfal @ 2 cts. (Credit to Materials in Process.) 

Enter the sales in the Sales Book as usual, except the sale of Offal to Lacey & Cable. 
Offal (hair, dirt and grease) accumulates in process. It is not considered worth anything, 
and whatever is received from the sale of it is deducted from the cost of the material used, 
therefore, this is entered in the Journal: 

Lacev & Cable $600 

Materials in Process (Offal) $600 

For th^ sale of 30,000 lbs. of Offal @ 2 cts. 

Jan. 13. Issued from stores on Requisition No. 42, Raw Materials, Raw 
Hides, 37,632 lbs. @ 25 cts., $9,408. On Requisition No. 43, Tanning Materials, 
$1,805. On Requisition No. 44, Supplies $100. Water used in process for the 
week, $100. (See Jan. 4.) 

Jan. 15. Paid our $5,000 note at the bank by giving a new note for $3,500 
at 6% for 60 days and our check for $1,535 for the difference and the interest 
on the new note. 

Jan. 16. Received $940.30 from Hanson Bros, on account and allowed 29f 
discount on their balance $959.49. Received $7,938 from Parker & Davis 
on account and allowed them 2% discount,- which pays their bill of Jan. 8 
in full. 

Jan. 17. Paid C. K. Porter & Co. $2,865 and received 3% discount on 
$2,953.61. Paid J. C. Barnes & Co. $3,891 and received 3% discount on $4,011.34. 
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Jan. 18. Purchases: Purchased of Wilson & Co. Raw Hides on account 
as per Invoice No. 43, 43,672 lbs. @ 25 cts., 3/15, n/60, $10,918^ Purchased 
of Johnson & Murphy, Tanning Materials on account, as per Invoice No. 44, 
$2,100. Purchased of Jones & Davis, Supplies on account, as per Invoice No. 
45, $750. Received bill from Powers & Lyons for $125 for record books for 
factory use, Invoice No. 46. (Indirect Expense.) Received bill from J. C. 
Orr & Co. for advertising, $350, Invoice No. 47. (Jan. 3.) 

Jan. 18, Sold to Sidney Walker & Co. 10,473 lbs. Sole Leather @ 50 cts., 
2/15, n/60. Sold to H. C. Scheider & Co. 6,478 lbs. Sole Leather @ 50 cts., 
2/15, n/30. Sold to Duncan Bros. 8,355 lbs. Sole Leather @ 50 cts., 2/15, n/30. 

Jan. 18. Received $1,617.58 from L. H. Ames & Co. on account and allowed 
them a 2% discount. Received $2,500 from Mehl & Levis on account and allowed 
them 2% discount. 

Jan. 19. Issued from Stores on Requisition No. 45 Raw Materials, Raw 
Hides, 38,632 lbs. @ 25 cts., $9,658. On Requisition No. 46, Tanning Materials, 
$1,875. On Requisition No. 47, Supplies, $100. Water used in process, $100. 
(Jan 4.) 

Jan. 19. Paid Swift & Co. $2,500 on account and they allowed us 3% 
discount. 

Jan. 20. Paid Payroll for the week $900, including labor and wages of the 
sales force. 

Jan. 25. Purchases: Purchased of Swift & Co. Raw Hides on account, 
as per Invoice No. 48, 45,696 lbs. @ 25 cts., 3/15, n/60, $11,424. Purchased 
of J. C. Barnes & Co. on account Tanning Materials, as per Invoice No. 49, 
$2,300. Purchased of Jones & Davis on account, Supplies as per Invoice No. 
50, $850. Received bill from Powers & Lyons for miscellaneous articles for 
use in factory, Invoice No. 51, $125. (Indirect Expense.) Received bill from 
J. C. Orr & Co. for miscellaneous items for use by the sales force, $350, Invoice 
No. 52. (Jan. 3.) 

Jan. 25. Paid J. C. Orr & Co. $339.50 and received 3% discount. Paid 
City Water Works $400 on account, as per contract. No discount. 

Jan. 26. Issued from stores on Requisition No. 48 Raw Materials, Raw 
Hides, 36^632 lbs. @ 25 cts., $9,158. On Requisition No. 49, Tanning Materials, 
$1,735. On Requisition No. 50, Supplies, $100. Water used in process for 
the week, $100. (Same as Jan. 4.) 

Jan. 26. Sold to Hanson Bros. 7,275 lbs. Sole Leather @ 50 cts., 2/15, 
n/60. Sold to Morgan & Zion 9,275 lbs. Sole Leather @ 50 cts., 2/15, n/60. 

Jan. 26. Received $3,626 from J. D. Ryan & Co. on account and allowed 
them 2% discount. Received $4,410 from Sidney Walker & Co. on account 
and allowed them 2% discount. 

Jan. 27. Paid Wilson & Co. $6,305 on account and received 3% discount. 
Paid Brown Bros. $125 on account. 

Jan. 27. Paid Payroll for the week, $900, including the wages of the sales 
force. 

Jan. 28. Sold to Parker & Davis 7,665 lbs. Sole Leather @ 50 cts., 2/15, 
n/60. Sold to Brown Shoe Co. 7,935 lbs. Sole Leather @ 50 cts., 2/15, n/60. 

Jan. 31. Post the books. Rule and post the totals of the Journal, Pur- 
chases Book, Sales Book and the Cash Book. 

Jan. 31. Prove the Sales Ledger with Accounts Receivable account, and 
prove the Purchases Ledger with Accounts Payable account. 
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Jan. 31. Inventories: 

Raw Hides $28,224.00 

Tanning Materials 6,000.00 

Supplies 4,000.00 

Materials in Process 18,320.00 

Direct Labor in Process 1,300.00 

Indirect Expense in Process 1,172.50 

Finisli,ed Goods on hand 4,000.00 

Insurance unexpired 140.00 

Depreciation on plant 200.00 

Taxes accrued on plant 40.00 

Jan. 31. The Depreciation on Machinery, $200, Insurance expired on plant, 
$60, the Taxes Accrued on plant, $40, and Machinery Repairs, $112.50, are 
charged to Indirect Expense account (Journal). 

Indirect Expense $412.50 

Reserve for Dep. on Machinery $200.00 

Insurance on plant 60.00 

Taxes Accrued 40.00 

Machinery Bepairs 11,2.50 

Jan. 31. The Payroll records show the amount paid for Direct Labor is 
$2,000, the amount paid for indirect labor is $600, the amount paid for wages 
of the sales force is $1,000. (See form of Payroll, Illustration No. 98, Paragraph 
226.) 

Direct Labor ^ $2,000 

Indirect Expense (labor) $ 600 

Selling Expense (sales force) 1,000 

PayroU $3,600 

To distribute the Payroll as per* analysis of the Payroll records. 

Jan. 31. The cost records show the value of the materials consumed on 
the product completed. is $41,572 which less the sale of Oflfal leaves the net 
cost of materials consumed $40,972. (Debit Finished Goods account $40,972 
for the cost of materials used in completed product, and credit Materials in 
Process account.) Journal. (See paragraphs 235 to 238.) 

Jan. 31. An analysis of the Payroll records shows that the amount of 
Direct Labor expended on the completed product is $1,874. (Debit Finished 
Goods account, $1,874 for the direct labor on the finished product and credit 
Direct Labor account. Paragraph 236-2.) 

Jan. 31. Ah analysis of the indirect expenses show the amount of these 
expenses that are apportioned to be charged to the completed quantities is 
$1,420. (Debit Finished Goods account, $1,420 for the portion of indirect 
expense to be charged to the finished product, and credit Indirect Expense 
account. Paragraph 237.) 

Note: The object of the last three entries is to establish the cost of the 
finished product. 

Jan. 31. The costs tabulated from orders on which both the cost and 
selling price is entered, show the **Cost of Goods Sold," the **Cost of Sales*' 
to be $45,266. (Debit *'Co8t of Sales'' account $45,266, and qredit Finished 
Goods account. See paragraph 239.) 

Jan. 31. Balance and rule and total the Raw Hides Materials, Tanning 
Materials, Supplies, Materials in Process, Direct Labor, Finished Goods and 
Indirect Expense accounts, and bring these balances down below the rulings 
on the debit side of each accoimt. 

Compare these balances with the physical inventories from the factory. 
They should be the same, thus showing that these accounts control the materials 
and the other factory cost records. Prepare a Trial Balance. 
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Jan. 31. If the work has been performed correctly to this point, the Trial 
Balance before closing should appear as follows: 

Trial Balance Before Closing, Valley Tanning Co. January 31, 192 

1 Capital $75,000.00 

2 Cash $13,828.88 

3 Notes Receivable 5,750.00 

4 Accounts Receivable 39,392.98 

5 Notes Payable 8,500.00 

6 Accounts Payable 48,343.68 

7 Insurance 140.00 

8 Plant and Machinery 20,000.00 

9 Reserve for Depreciation on Machinery 200.00 

10 Interest 35.00 

12 Taxes Accrued 40.00 

13 Selling Expense 2,400.00 

14 Purchases Discount 576.82 

15 Sales Discount 475.14 

16 Raw Hides Material Inventory 28,224.00 

17 Tanning Materials Inventory 6,000.00 

18 Supplies Inventory 4,000.00 

19 Materials in Process Inventory 18,320.00 

20 Direct Labor in Process ' 1,300.00 

21 Indirect Expense in Process 1,172.50 

22 Finished Goods Inventory 4,000.00 

23 Cost of Sales 45,266.00 

24 Sales 57,644.00 

$190.304.50 $190,304.50 

Jan. 31. After preparing the Balance Sheet and Profit and Loss State- 
ment, close the Nominal accounts into Profit and Loss account and close the 
Profit and Loss account to Surplus. Prepare the Profit and Loss Statement 
first, and show the surplus in the Balance Sheet. 

Closing Journal Entries 
Profit and Loss $45,266.00 

Cost of Sales $45,266.00 

Sales $57,644.00 

Profit and Loss $57,644.00 

Profit and Loss $2,910.14 

Interest $35.00 

Sales Discount 475.14 

Selling Expense 2,400.00 

Purchases Discount $576.82 

Profit and Loss $576.82 

Profit and Loss $••,•••.•• 

Surplus $•*,•••.•• 

To close the Nominal accounts. In posting to the debit and credit of Profit 
and Loss account, itemize so the account will show the name of each debit and 
credit, the same as in Illustration No. 27. 

The following statement of the manufacturing operations will show, in the 
form of a report, the same facts as are shown by the accounts. The main pur- 
pose of this simple short set is to show the controlling accounts, that is, how 
these accounts are used to control the operations in the factory. 
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Statement of M&ntifaotnring Operations 



Valley Tanning Co. 



Raw Materials Aooounts: 

Raw Hides Inventory, Jan. 1 . • . . 
Tanning llaterlals Inventory. Jan. 1 
Supplies Inventory, Jan* 1 • . . . 



Materials Purchased during Period: 

Raw Hides 

Tanning llaterlals 

Supplies * , 

Total Cost of Materials t 

Cost of Materials Issued and put In Process: 



Raw Hides • • • 

Tanning Materials 

Supplies • • . . 

Total Cost • . 



Inventory of Materials on hand Jan. 
Represented by: 

Raw Hides 

Tanning Materials 

Supplies 



31 



Materials In Process Account: 

Materials In Process Inventory, Jan. 1 • . 
Cost of Materials Requisitioned for Period 

Less Cost of Materials used on ooiapleter 
Product for the Period 

And the Sale of Offal 



Inventory of Materials In Process Jan. 31 . . 

Direct Labor Account : 

Inventory Direct Labor In Process, Jan. 1 . 
Direct Labor on Work In Process for Period 
Less Direct Labor on Goods Finished . . . 
Inventory of Direct Labor In Process Jan. 31 

Finished Goods Account: 

Inventory Goods on hand Jan. 1 

cost of Goods completer for period: 

Materials 

Direct Labor 

Indirect Expense 



Less Cost of Goods Sold for Period . 
Inventory Finished Goods. Jan. 31 

Indirect Expense Account: 



Inventory of Expenses In Process . . 
Indirect Expense for Period . . . 
Less Indirect Expense Apportioned to 

complete product 

Inventory of indirect Expense In 

Process, Jan. 31 



• 

20160 
4020 
1000 


00 
00 
00, 


25180 

58296 


00 
00 


45696 
9200 
3400 


00 
00 
00 


37632 

7220 

400 


00 
00 

00 


83476 
45252 


00 
00 


28224 
6000 
4000 


00 
00 
00 


38224 


00 


38224 


00 


14640 
4fi2fi2 


00 
00 


69892 
41572 


00 

99 


40972 
600 


00 
OQ 






163S6 


66 


1174 
2000 


00 
00 


3174 
1874 


00 

99 






1360 


66 


6000 

40972 
16^4 
1420 


00 

00 
00 
00 


49226 
45266 


00 

99 


» 




4666 


66 


680 
1800 


00 

00 


2480 
1420 


00 

Ofi 






1060 


00 








^^ 



ILLUSTRATION NO. 108. STATEMENT OP OPERATIONS 



Digitized by 



Google 



BOOKKEEPING AND ACCOUNTING 



235 



FBOBLEM 19. NATIONAL MANUTACTUBINa COMPANY 

Prom the following Trial Balance of the Ledger of the National Mannfae- 
turing Co., and the inventories following the Trial Balance, set up the Nominal 
accounts, Reserve accounts and Surplus, on Ledger paper and close the accounts, 
showing the Manufacturing Account, Trading Account, Administrative 
Account, Profit and Loss Account and the Appropriation Account. 

The journal entries suggested provide for the inventories, the additional 
reserves and dividend, so that an adjusted or Final Trial Balance is not neces- 
sary, but may be prepared. The Balance Sheet is to be prepared after the 
closing entries are posted. The Profit and Loss Statement should "show the 
distribution of the profit at the end. 

_TrialJBalanqe , Watlonal Mantarfaoturlnfe Co. Deo. 31, 19 
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Capital stook 

irnsubsoribed Stook 

Snrplua « . . : 

Cash • • • . • 

Notes Reoelvable 

▲ooonnta RebelTable , 

votes Payable. Trade .... 

Notes Payable, 3ank 

Aoootints Payable . ^ ^ 

Buildings (Faotory) 

Maohlnery • • . . 

Tools •••••• 

Reserve for Depreolatlon on Maohlnery 
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If the student will prepare and post the closing journal entries as sug- 
gested, the Nominal accounts will be closed, the accounts mentioned above will 
appear as shown, and the Reserve accounts, Unexpired Insurance on Factory, 
Unexpired Insurance on Warehouse, Dividend No. 1, Payable and Surplus 
accounts will remain open. These accounts with the Assets, Liabilities and 
Capital Stock accounts will appear in the Balance Sheet. 

Inyentories: 

Raw materials on hand Dec. 31 $6,500 

Materials in Process Inventory Dec. 31 4,500 

Finished Goods Inventory, Dec. 31 9,500 

Reserve for Dep. on Machinery 1,300 

Reserve for Dep. on Tools 400 

Insurance on Factory Unexpired 250 

Insurance on Warehouse Unexpired 120 

The board of directors have declared a 20% dividend on stock issued. It 
has been decided to set up or write oflE an additional Reserve for Doubtful 
Accounts of $1,600. 

An analysis of the Payroll records show that $17,500 is Direct Labor and 
$1,700 is Indirect Labor or Factory Expense. 

OLOSINO J0T7RNAL ENTBIES 

1. Insurance on Factory Unexpired $250.00 

Insurance on Factory $250.00 

To transfer the Unexpired Insurance from Insurance on Factory 
account and establish the amount of insurance expired. 

2. Insurance on Warehouse Unexpired $120.00 

Insurance on Warehouse $120.00 

3. Direct Labor $17,500.00 

Factory Expense 1,700.00 

Payroll $19,200.00 

To close Payroll account and distribute the wages as per analysis 
of Payroll records. 

4. Raw Materials Purchases $3,000.00 

Raw Materials Inventory Jan. 1 $3,000.00 

To close the beginning inventory and transfer it to Raw Mate- 
rials Purchases with a view to ascertaining the cost of Raw Materials 
used. 

Note: These explanations are longer than the usual explanation^ in order that they 
may be made suggestive. Use the number of the entry as the page of the Journal, when 
posting. AU of these journal entries should be dated December 31, 

5. Raw Materials Inventory, Dec. 31 $6,500.00 

Purchases Returns and Allowances 2,500.00 

Raw Materials Purchases $9,000.00 

To set up present inventory and to transfer these amounts to 
Raw Materials Purchases account, as deductions from the cost of 
materials, with a view to establishing the cost of materials used in 
manufacture for the period. 
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6. Manufacturing Account $73,700.00 

Raw Materials Purchases $54,000.00 

Materials in Process, Jan. 1 1,000.00 

Freight and Cartage In 1,200.00 

Direct Labor 17,500.00 

To set up the Manufacturing Account to show the ** Manufacturing 
Cost," and to close and transfer the latter accounts to it. 

Note: In posting the $73,700 to the debit of Manufacturing Account, itemize it on 
the debit: Raw Materials Purchases $54,000, Materials in Process, Jan. 1, $1,000, Freight 
and Cartage In, $1,200, Direct Labor, $17,500, instead of posting the amount in one sum. 

7: Manufacturing Account $10,650.00 

Insurance on Factory (expired) $250.00 

Machinery Repairs 950.00 

Factory Expense 2,700.00 

Heat, Light and Power 2,300.00 

Foreman's Salary 2,750.00 

Depreciation on Machinery 1,300.00 

Depreciation on Tools . ." 400.00 

To close these accounts into Manufacturing Account with a view 
to establishing ** Manufacturing Cost." 

Note: In posting the $10,650 to the debit of Manufacturing Account, itemize it as 
explained in Number 6, instead of posting the amount in one sum. 

8. Materials in Process, Dec. 31 $4,500.00 

Manufacturing Account $4,500.00 

To set up the present inventory and credit Manufacturing 
Account as a deduction from cost of materials, with a view to arriving 
at the cost of materials consumed. 

9. Trading Account $79,850.00 

Manufacturing Account $79,850.00 

To close the Manufacturing Account, showing the ** Manufacturing 
Cost,'* and to set up the Trading Account with a view to showing the 
profit on sales. 

10. Trading Account $5,000.00 

Finished Goods Inventory, Jan. 1 $5,000.00 

To close the beginning inventory and transfer it to the Trading 
Account. 

11. Finished Goods Inventory, Dec. 31 $9,500.00 

Trading Account $9,500.00 

To set up present inventory and credit Trading Account as a 
deduction. When the foregoing entries are posted to this point, the 
Trading Account shows the **Cost of Goods Sold'' or ''Cost of Sales." 
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12. Trading Account $17,480.00 

Shipping Expense $2,500.00 

Freight Out 1,300.00 

Salesmen's Commission 6,300.00 

Traveling Expense 2,700.00 

Advertising 2,200.00 

Warehouse Rent 2,200.00 

Insurance on Warehouse (expired) 280.00 

To close these selling expenses into Trading Account with a view 
to establishing the profit in trading or profit on sales. 

Not«: In posting to the debit of Trading Account, itemize in the explanatioii eohmm 
as snggeited in Nombers 6 and 7. 

13. Sales $8,200.00 

Sales Returns and Allowances $6,500.00 

Sales Discount 1,700.00 

To close the latter accounts into Sales account with a view to 
establishing the net sales. 

14. Sales $113,250.00 

Trading Account $113,250.00 

To close the Sales account and credit the trading account with 
the net sales. 

15. Trading Account $20,420.00 

Administrative Account $20,420.00 

To close the Trading Account, showing the "Profit on Sales," 
into Administrative Accoxmt. 

16. Administrative Account $9,200.00 

Office Expense $2,250.00 

Office Salaries 2,500.00 

Officers' Salaries 4,000.00 

Directors' Pees 300.00 

Legal Expenses 150.00 

To close these administrative expense accounts into Administrative 
Account. In posting, itemize in the explanation column as explained 
in numbers 6 and 7. 

17. Administrative Account $11,220.00 

Profit and Loss Account $11,220,00 

To close Administrative Account, showing the cost of administra- 
tion, into Profit and Loss account. 

18. Profit and Loss Account $1,850.00 

Interest— Trade $250.00 

Interest— Bank 1,500.00 

Collection & Exchange 100.00 

To close these non-operating expense accounts into the Profit and 
Loss Account, as deductions from income. (Itemize when posting.) 
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19. Purchases Discount $800.00 

Profit and Loss Account $800.00 

To close Purchases Discount, as a non-operating income, into 
Profit and Loss account. 

20. Profit and Loss Account $10,170.00 

Appropriation Account $10,170.00 

To close Profit and Loss account into Appropriation account, to 
show the distribution of profits. 

21. Approprftition Account $10,170.00 

Reserve for Doubtful Accounts $1,600.00 

Dividend No. 1, Payable 4,000.00 

Surplus 4,570.00 

To close Appropriation Account, showing distribution of profits, 
and to set up the additional Reserve and the Dividend Account, and 
to transfer the remainder of the profits to the Surplus account. 
(Itemize when posting.) 

If the closing entries are properly posted, the Manufacturing Account, 
Trading Account, Administrative Account, Profit and Loss Account, and the 
Appropriation Account will appear as follows, but the student will have to 
set up all the accounts affected and post the closing entries in order to be able 
to prepare the Balance Sheet to show the condition of the business after the 
books are closed and the profits are distributed. Prove the Balance Sheet with 
the Profit and Loss Statement. 
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Dec. 31. Raw Materials consumed. .$54,000 


Dec. 31. Materials in Process Invty. 


31, Materials in Process, 


Dec. 31 $ 4,500 


- Invty., Jan. 1 1,000 


31. Manufacturing Cost to 


31. Freight and Cartage In. . . 1^00 


Trading Account 79,850 


31. Direct Labor 17,500 




31. Heat, Light and Power . . . 2,300 




31. Foremen 's Salary 2,750 




31. Machinery Repairs 950 




31. Factory ExDense 2.700 




31. Insurance on Factory 




(Expired) 250 




31. Depreciation on Machinery $1,300 




31. Depreciation on Tools 400 




$84,350 


$84,350 



TRADING AOCOTJNT 



Dec. 31. Manufacturing Cost from 

Manufacturing acct $79,850 

31. Finished Goods Invty., 

Jan. 1 5,000 

31. Freight and Cartage Out. . 1,300 

31. Shipping Expense 2,500 

31. Salesmen 's Salary 6,300 

31. Traveling Expenses 2,700 

31. Advertising 2,200 

31. Warehouse Rent 2,200 

31, Insurance on Warehouse.. $ 280 
. 31. Profit in Trading to Ad- 
ministrative Account.. . . 20,420 

$122,750 



Dec. 31. Finished Goods, Invty. 

Dec. 31 $ 9,500 

31. Sales 113,250 



$122,750 



ABMINISTBATIVE AOOOTJNT 



Dec. 31. Office Expenses $ 2,250 

31. Office Salaries 2,500 

31. Officers ' Salaries 4,000 

31. Directors ' Fees 300 

31. Legal Expenses 150 

31. Business Profit to Profit 

and Loss Acct 11,220 

$20,420 



Dec. 31. Profit in Trading from 

Trading Account $20,420 



$20,420 



PBOFIT AND LOSS ACOOTJNT 



Dec. 31. Interest — Bank 1,500 

31. Interest — Trade 250 

31. Collection and Exchange.. 100 
31. Net Profit to Appropria- 
tion Acct 10,170 

$12,020 



Dec. 31. Business Profit from Profit 

and Loss Acct $11,220 

31. Purchases Discount 800 



$12,020 
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Dec. 31. Beserve for Bad Bebts $ 1,600 

31. Dividend No. 1 Payable.. 4,000 
31. Surplus 4,570 



$10,170 



Dec. 31. Net Profit from Profit and 

Loss Acct $10,170 



$10,170 



Usually the debits to these accounts would not be itemized as shown. The 
large amounts that have been itemized would ordinarily be posted in one amount. 
The purpose in requiring that these accounts be posted and shown as above is 
that they may more nearly conform to the Profit and Loss Statement. 

PBOFIT AND LOSS STATEMENT, NATIONAL MANUTACTUBINO CO., DEO. 31, 192 

Sales $121,450.00 

Sales Returns and Allowances $6,500 

Sales Discount 1,700 8,200.00 

Net Sales $113,250.00 

Prime Costs : 

Raw Materials I^vty. Jan. 1 $ 3,000.00 

Materials in Process, Invt., Jan. 1,000.00 

Raw Materials Purchases for Period 60,000.00 

Freight and Cartage In 1,200.00 

Direct Labor 17,500.00 

$82,700.00 

Less Purchases Returns and Allow. .$2,500 

Less Raw Materials Invty., Dec. 31. . 6,500 

Less Materials in Process Dec. 31 ... . . 4,500 13,500.00 

Prime Cost $ 69,200.00 

Factory Overhead : 

Heat Light and Power $2,300 

Foremen's Salary 2,750 

Machinery Repairs 950 

Factory Expenses 2,700 

Insurance on Factory 250 

Depreciation on Machinery 1,300 

Depreciation on Tools 400 

Factory Overhead 10,650.00 

Manufacturing Cost for period $ 79,850.00 

Add Finished Goods Invty., Jan. 1. . 5,000.00^ 

• $ 84,850.00 
Deduct Finished Goods Inventory, 

Dec. 31 9,500.00 

Cost of Sales for the period .... $ 75,350.00 

Gross Profit on Sales, Carried 

For'd $ 37,900.00 
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Gross Profit on Sales Brot. Ford 37,900.00 

Selling Cost: 

Shipping Expense $2,500.00 

Freight Out 1,300.00 

Traveling Expenses 2,700.00 

Salesmen's Commission 6,300.00 

Advertising 2,200.00 

Insurance on Warehouse 280.00 

Warehouse Rent 2,200.00 

Selling Expense 17,480.00 

Net Profit on Sales $ 20,420.00 

Administrative Cost : 

Oflice Expense '. $2,250.00 

Office Salaries 2,500.00 

Officers' Salaries 4,000.00 

Directors' Fees 300.00 

Legal Expense 150.00 

Cost of Administration 9,200.00 

Profit from Operations $ 11,220.00 

Deduct Non-Operating Expenses : 

Interest— Trade 250.00 

Interest— Bank 1,500.00 

Collection and Exchange 100.00 

Deductions from Income 1,850.00 

$ 9,370.00 
Add Other Income : 

Purchases Discount 800.00 

Net Profit $ 10,170.00 

Distribution : 

Reserve for Doubtful Accounts $1,600.00 

Dividend No. 1 Payable 4,000.00 5,600.00 

Carried to Surplus Account $ 4,570.00 

Prepare a Balance Sheet and prove it with the Profit and Loss Statement. 
Compare the Profit and Loss Statement with the Manufacturing Account, 
Trading Account, Administrative Account, Profit and Loss Account, and Ap- 
propriation Account. The Profit and Loss Statement may be arranged in 
sections, in the technical form, to conform to the foregoing five accounts. 
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